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FOREWORD

This report is based on a thorough exploitation of all pertinent
intelligence sources. Its purpose is to develop an official series of
Soviet outlays on military end items as well as a real series of total
defense expenditures. Material presented in CIA/RR 36, The Soviet
Potential for the Production of Munitions, 18 Aug 54, TOP SECRET,
and in CIA/SC/RR 80, The 1954 Soviet Budget, 29 Sep 54, TOP
SECRET is reconsidered and brought up to date.

Defense expenditures, particularly for military equipment, are
sensitive indicators of a nation's power position among nations as
well as indicators of the priority which defense has been given in
relation to other economic activities. The USSR, in spite of its rapid
industrial growth, can produce little more than one-third of the mili-
tary end items which the US can produce. Its annual outlays for de-
fense and military equipment must, therefore, be expected to absorb
a relatively large portion of total economic effort, and its military
inventories must be maintained at high levels to assure its position
as a major power. This report should contribute to an understanding
of these two aspects of Soviet economic effort for defense in recent
years.
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R Summary .and: Conclusmns T
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s g A Caw _.i.-_,.... Y ”m;‘,, o x.‘\ ' . L ; .
Analys1s of the: Sov1et state budget shas |

located the. ‘major; classes of appropr1at10ns for defense and. defense-, |

related activities:in;the; USSR.and has’ left.only an out51de chance that
any other:sizable . appropnatlons for suchtpurposes still remain to be.
identified. : The-large explicit-appropriation for, defense. in . the budget
is the logical source of funds for financing the military estabhshment
This inference is supported by the range of expenditures by the Sov1et
military establishment, [he classes of .
expenditures. observed ‘include.outlays for the pay and subsistence of
personnel; the maintenance and operatmn of military installations,

equ1pment,\ and units; cons truction; for. exclusrvely or primarily mili-

tary use, as:ofibarracks;. m1hta.ry a1rf1e1ds, and. port and harbor .

facilities; and ithe procurement -of -a wide - var1ety of m111tary end 1tems, .

poss1bly 1nch1d1ng guided missiles.. In: addltion, the se& expend1tures
-include somé small outlays on research and development related to

new weapons {financed mamly through the budget allocation for Social-
Cultural Measures),.. This evidence on the expenditures. of the mili-
tary establishment further reduces; -though it does not eliminate, the
possibility that expenditures-for such purposes are fmanced otherwise
than through the exphczt defense appropnatmn

To determine- the extent to Wthh the expend1tures of the military
establishment -- and the explicit defense appropriation;-- cover the

cost of defense to the Soviet economy is-an inherently difficult problem,

* The estimates and conclusions _contained in this report repres'ent
the best judgment of ORR as of 1 August 1955.
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particularly for military end items, even when it is limited to the prob<:! ¢
lem of relative . cost and pr1ce relationships between military end items
and producer goods. The production of military end items has been
especially favored.by elements of subsidy and high priorities for pro-
ductive services, The budgetary subsidies: granted:to all Soviet indus-
try (including the defense: mdustnes) durmg World War II were abolished
in 1949 and 1950. Since then, however, subsidization seems to have
continued during the developmental phase of - new products, in part per-
haps from funds for research and development and during the:inftial
operations of a new productmn fac111ty. This policy, which provides
grants for initial development ‘favors the armament industries,. where: -
the rate of technolog1cal change ‘is relatively rapid. These industries
also benef1t from’ apparent high priorities’ for new ‘capital equipment . .. : o
and other productlve services: - Thus defense goods. in the Soviet h1er—'f.'
archy of cost: and price’ relatmnships are favored relative to capital .
goods. Indeed ‘the valiie of a ruble spént for military equipment is "
worth cons1derab1y more: (measured in‘dollars) than the ruble spent

for capital equipment. This h1gh relative value is accounted for in

Us: Sov1et compansons by the use of a.ppropna.te ruble-dollaz’ rat1os.

S : I»MA:;‘..:".-W

The sum of ‘the - exp11c1t defense appropr1at1on‘-- the appropnatlon' R
to the Mm1stry of Defense -- 'plus. one-third of the appropriationito. .- < ..
- Internal Secur1ty~ -~ which aécounts:for the: militarized units of the .. "~.:: -
securitytroops - has” ranged during the Fifth:Five Year Plan from a‘
low of 101 billion rubles in 1951 to'a h1gh of 119 billion rubles in 1955.
- These appropr1at1ons cover three broad classes of expenditures:
{1) personnel (2) maintenance and operations; - and construction; and
(3) major procu:rement In recent years the first category is esti-
mated to have remained fairly stable, srepresenting slightly less than
one-third of the total in 1951 and slightly more than one-quarter in
1955. The second category is Judged to have fluctuated with total
~ defense expenditures at about one-quarter of the total defense outlays,
including the estimate for militarized securlty troops. The remainder --
varying up to about one-half of the total -- is for m111tary end items.:.

In constant prices, Soviet outlays on military end items are at
a postwar high in 1955, though they are only slightly greater than
in 1952. This level of expend1ture is roughly four times the postwar
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low reached in 1947, but only about one-half the high level reached in
World War IL: In.current:prices, :totdl-defense -outlays-in 1952 wefe. more
than 60 percent above, a.nd 1n11955 70 percent above, .the. 1948 level
Soviet expend1tures for mﬂltary end 1tems appear to have been
slightly higher than.those. of the US.(when compared in like monetary .
units) for the immedjate postwar: period to about- 1951, Since-then; . .
even though they have:increased, they have fallen well below those : -
of the US. For the entire period (1946-55), US expend1tures for mili-
tary equlpment have exceeded those of the: USSR by from.10 to 50 per-— :
cent. * A E o T N

1. Introductiom. - - - s - : SRR ' .

- At least three distinct purposes are served-by a study of Soviet - e
defense expenditures. over time.. First, such information, in con-
junction with an index of price changes, provides a- basis. for judging -
changes in the magnitude of the defense. effort of the USSR.. The
current defense -effort ¢an be compared with the World War II effort ;
and with that of :the! early postwar years. For this kind of estimate .
it is not necessary-:either to have complete coverage of all expendl-- L
tures or to havei'prices reflect costs accurately It is sufficient to.
have consistent under- or overreporting of:total expendltures and a -
consistent distortion between prices and costs. A

Second, Soviet military expenditures may be related to national...
product to give the proportion of total economic resources devoted to
military purposes. This sort of estimate requires comprehensive.
coverage of all expenditures for defense purposes, whether explicitly
stated or hidden in other categories. Also, the prices of military
goods and services must fully reflect all real costs.

% Although these»comParisons are in like monetary units; they do-
not necessarily reflect the combat effectiveness of the military end
items involved. '
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Th1rd Sov1et m111tary expend1tures may bex compared w1th the* SRR
defense efforts of other ‘countries,either /in terms of: relatlve size - . R
of defense effort'as compared with total economic activity or in
terms of a direct comparison of magnitudes..- A comparison.of the . . .=
relative sizes of defense efforts.in two countrlesxrequlres the same - ..
information needed for thé second purpose:~ A-direct. comparlson A
of magnitudes requires not only the same. degree of precision but.: ~ . ..
also a firm notion as to the- military:equivalence.of a ruble's.-worth .-
of Soviet resourceés as:compared with, for 1nstance, -a- dollar's;. Atear x.-_-".; '
worth of US resources -- in effect, a military usefulness exchange" T
rate. Of course, these ideal measures can only be approximated.

Before turning to the examination of Soviet defense expenditures,
a brief statement may be made. of the kinds of activities that in prin-
ciple ought to be included as part of a nation's current military effort
~These activities include: (1) services of personnel in the military - )
forces, measured in principle by the annual wages that they would - B
receive in alternative' employments, -but in practice by:the military TR
‘pay and allowances received; (2) direct outlays on goods used by the -
military establishments, both- common-use items.for.personnel:- =
needs and military end items such as ‘weapons and trucks;:(3) main=- - o
tenance and operation of the physlca.l military establishment; " such o
as the consumption of electric power and: building ¢ repa1rs (4): opera—‘ B
tional activities of military units; suchas equipment maintenance- -
and fuel consumption; (5) military construction:-- such projects as.
barracks; airports, and supply depots ‘(6) research and develop-««w‘
ment costs for new weapons; (7) services of- orgamzed reserves,y
militarized internal security units, and civil defense; (8) invest-
ment in industries producing deéfense goods;.(9) construction with:
joint civilian and military end use, such as highways and commercial
- airports; (10) investment and operational costs for nuclear weapons
not 1nc1uded elsewhere and (11) foreign mlhtary aid.

Defense budgets in most countries do not coverv all of the cate-
gories listed above, and the Soviet budget is no exception. In order
to present the principles underlying the defense budget classifications
in this report, a preliminary examination of Soviet budgetary practices




is in order.* It appears that the explicit defense allocation in the Soviet
budget covers. all of- the’ categonesi(l) through‘ (5) hste’d’above andupos- o

sibly some parts'df category (6) ‘researchand development. I thei' - R ek
latter category,’“there are Jomt ~cost allocatmn problems“ Research' ’
and development activitiés are ‘to'Some ‘degree an: mvestment in“indas<" ‘"7

trial progress- rather than-in: m111tary ‘téchnology: alone, -and the line - : -~
between the two cannot be prec1se1}r drawn. .“‘S1m11a.rly, ‘under category ‘'
(7) the allocation to militarized securlty*troops (wh1ch is ot included in
the explicit Soviet” ‘defense appropr1at1on) serves both a law ~enforée -
ment function and a military: function msofap as thesé units are equipped
and trained as reserve operational groups Similar problems are

" encountered it the* US’defense *budget at least’ msofar 'as: research and

development act1v1t1es are concerned B A AR R ‘-

) EEAR L Tl RN R TR SR T | 'Y o R :
Categones (8) and (9) usually dre not ~1nc1uded“1n ‘the defense oo

budgets of any country. The Jomtkm111tary-c1v111an use: problem is - :
again present here, s1nce inve stmént in munitions" -plants ordmanly REEERL
increases both munitions capac1ty ‘and industrial capac1ty in general Ak
and highways and’ a1rports obv1ously mayvserve both kinds oft uses G U
concurrently’ or alternatxvely. Moreover,“lt is evident that'a coun- A
try which has ‘a larger mvestment program in‘defense’ ‘industries than
a second country whlch supports a: compara'ble ‘defénse ‘effort inall “ i+ "7 -
other respects is'in &' réal sense- makmg the° larger defense effort.
This dlfference in‘investment pol;.c;r ought to show up in a’ greater’ .-
future output in defense g‘b’ods, -and ‘thus: it- ultunately is taken into.
account. For this reason; . categones (8) and(9) are excluded from K
defense expendltures* as defmed in‘ th1s report %k

P :
* One of the purposes of thls report is to make compar1sons be -

tween the US and thé USSR for. dlfferent years. In either case,
comparability is more important than comprehensweness S

%% It is obvious that. mcreased capacity. to produce part1cular muni-
‘tions can be. converted into increased capacity to produce a wide variety .
of products (and vice versa).. o ;
*¥% It should be noted that the problem of whether 1nvestment expen-
ditures for either replacement of -or -additions to munitions plants.
should be cons1dered as a part of defense expenditures is completely
separate from the problem of whether munitions prices are set high
enough to reflect depreciation and obsolescence on the capital assets

o

-5 -
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No conceptual problems are encountered.in.the treatment of ...
category (10), nuclear weapons: Expenditures for this category .. : .
are clearly for.defense purposes,. with.the possible exception of c o
capital expenditures.for facilities with industrial usage. The USSR
does not. reveal information on the magnitude -of its nuclear energy .
expenditures. -;Hence-nuclear. energy expenditures are not in- -
cluded in defense expenditures in this report. . They are properly
included in the broader category of outlays for national security,
which include category.(11), foreign military aid, as well,

SRR N RN S R T AR T ' B

Thef;éQirér'ages;-dfg Soifiét;ﬂéfénS@. .:é,xécr,ldi_t};_l:c~s. for purposes of- y S

‘this report, thus includes categories (1) through (5) and an estimated. .
portion of categories (6) and (7). Expenditures for these categories

may be found in several:places. .,The ;explicit defense budget apparently:
contains all of activity. categories (1). through (5) and possibly some L
parts of cé.i:é"gory:((i»)‘,’ f’_e:éeé,r;gh ~,and_;deve1’opment. Parts of categories. . .

(6) and (:7);_arid;p1_1esuni.ab1y all of-categories (10) and (11) are located |

in other parts of the b;;dgét;; ::Research and development probably

are in the Soviet budget in Social-Cultural Measures:. undezx'thé heading
Science. The budget.category. Internal Security.includes funds for. .

those milita'ri"'zédfsefcurity;_t:‘roo'ps_ thatmay be considered military .
personnel. Part.of this:category-is.added in this report to the explicit
defense'appr'opx_jjat_ign-. : Th;ere’f;is‘ no positive evidence that any other

budget category includes defense .expenditures as .defined. Nuclear

energy allocations are believed to have been in various residual cate-
gories in the past. The present location of these allocations is-aw
matter of speculation. For example, until the end of 1950 these

used in their production. . The investment problem is concerned with -
whether resources used’to replace or-to add to.the stock of ‘capital

in munitions industry should -be counted as part of the current military
or defense effort. The price problem is concerned with whether the
current costs of producing munitions are adequately accounted for and
whether the munitions industry has sufficient intérnal funds t6 re- -
place or to add to its 'capit:_a’l‘: equipment. "It clearly makes no dif-..
ference to the investmient problem whether the funds to finance the
Project come from the general budget or from the internal funds of
enterprises. o
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allocations.were in the undisclosed residual of the general budget.
Beginning in71951 they.were transferred:to, the residual within .. 7 ~.
Financing the National Economy. -In-1955, ;nuclear energy operating -
expenditures: may have-been; transferred. into the- ‘Heayy; Industry- P
category, under .Fiinancing the National- Economy =- possibly under ;.
the Ministry: of Medium, Machine - Bulldmg.. 1t is- probable that the
cost of research and development involving nuclear weapons has -
been borne byqthose ‘budget: categor1es in whmh nuclear .energy alloca-,
tions have been observed.,_ Fe e e UL e L e
wr f‘,“/\ﬂ P N s 'i’ R ST - AT an S
~ The amount of defense‘expenduures wh1ch -may be hidden in. the
Soviet state. budget .= that.is{s. expendltures for; defense in addition to-,
those noted above -- has been.a cause of concern for many budget
analysts ‘The estimates for them vary,from amounts which are
negligible to amounts a:pproach1ng one-third of exp11c1t appropriations.
There is agreement; however, that the sources of any such hidden’
categories are the undisclosed re51duals in the budget. * These
- .residuals.are usually expend1tures that actually are made but are
' made for an unspecified puFpose.” On occasion, particularly during -
the last 3 years; one iof;etvhe'Sefexpendnure( categories has been
" artificially infiated by the inclusion of fictitious items, apparently
©,with the'intention of making the services- of the government to the .
populatmn appear to be larger than they really are.

\

-

Exammatmn of past Sov1et state budgets shows the magnltude
of residuals for the entire budget ‘and for the category Financing the
National Economy. In addition, it establishes the principles of Soviet
budget planning. Table 1**% shows the residual categories for Selected

;% An und1sclosed res1dua1 is simply the d:fference between a given -
total for ‘the category and the sum of the announced components.
There are und1sclosed res1duals for every category and subcategory .
for which totals are: giveni-<-for example, one fo¥ the. budget as a ‘whole
and one for the category Fmancmg the National Economy. An un-
disclosed residual may indicate either an attempt to conceal or simply
a disinclination to hst a large number of individually un1mportant
categories. .
*% Table 1 follows on p. 8.
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years from 1941 to 1955 F1ct1t1ous entnes have been :excluded: The A
figures de31gnated as und1sclosed are the amounts: ‘which remain un== i s,
explained after some -initially unannounced- ‘categories have ‘been taken T o
into account. "It is clear that the undisclosed portion: of the general ‘. e
budget residual is. not surprlsmgly large;- in viewof .- the' necess1ty for::- .4
such a category to‘account for ‘miscellaneous outlays. The one excep--"- . - ;
tional year is 1950, when nuclear energy outlays matha.ve becomeg Cefe e
substantial. The planned residual within Financing the Nat1ona1
- Economy is almost accounted for in 1941 by outlays for state reserves,‘ "
the Ministry of Automobile Transport, ¢the Chiéf:Directoraté of = ot
Prec1ous Metals m the M1mstry of Fmance, and other‘known orgam-’ $bu o
- zations. = - . . PSR Ee TR Mama Sra e ndn L
IR Table | O R IE R F
Categorxes for Sov1et H1dden Defense Expendltures a/

. B ~{Plan Figures) - , . e T e
o SelcctedYears, 1941 55 L e

B1111on Current* Rubles

PN - . P N " KRN

'1941 1'94‘4'.. 1948 - 1950 .. »1952 " 1954 : 1955

- £de LT g MR
Budget re31dua1 b/ 16 7 18: 3 C43.1 f49.5 L 43. 5 45 3 c/ 47 0 da/
I_nterna.l Security 7.3 (6. 8) e,/ (25 2) e/ 21 1 22.9 N A N. A
Known uses. . * 8.6 9:9 - 11,3" _14 6 - 16,4 - N.A:- 'N.A,
0.8 1.6

Undisclosed . - 6.6 13.8 ° 4.2 N.A. - N.A,

' Residual within |
Financing the :
National Economy 8.1 3.6 °  (12.1) e/ (2. 6)el (32.5) o/ 31. 0) e/ (12 el

a. Data are from Table 19, p. 76, Appendlx C : C-
b. Total expend1tures -minus Financing the National Economy, Soc1al Cultura.l
Measures, Defense, and Administration. SR : S
- Excludes flct1t10us entries of 45. 5 billion rubles.
d Excludes fictitious entnes of 22. 5 billion rubles.
e. Parentheses indicate estimates rather than official figures.
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Since 1948 it has not shown consistency in ‘magnitude; but the main
. deviation-was’in the years 1951-54; when it ‘includéd nuclear.- .ener gys>> L R R
appropriagions. _The’ presumptmn 1s strong that;few, if any;; suchy zzosisl ~o
outlays are included in the res;dual for Fmancmg the National-: ¢} =ifyue o odr
Economy. This probability is based on budgetary practices® forzsir wui ™
selected years from 1937, as reviewed in Appendix C. In the event
that some expenditures for defense are h1dden in’ thm"category, thHey -
-apparently have not varied. 81gn1f1cant1y in the postwar period and
therefore would’ not influence estimates of annual changes in’ defense -
outlays wh1ch were : made wﬂ:hout reference‘to them.- LB AT Tt

. T4 . . . ,
. , e Ty e e, Lo § R T -
Nl . B S L ‘ W OSSR PN RO

The lasttof the basic problems“m the area ofucoverage and purpoSe‘ ERT
lies in-the - meamng of the pncmg system used for: Soviet military purs .
poses. Itis reasonably clear:that:subsidies have:beenused from.time:
to time .in order to hold down the pr1ces of military procurementutems, "
partmularly in the early stages ‘of ‘manufacture; when:development: i~ i . o
costs are substant1a1 and unit productmn costs ‘high. “For ‘some.pur< .
poses, . the ex1stence of nonexxstence of subsidies makes no dlfference. . R
For example, if one’ is’ 1nterested 1n calculatmg a time: ser:l.es of . o R
expendltures in real terms, ‘the use:.of subsidies:would: not 'prov:tde -
any bias, prov1ded that the subsidies’ had- beenaccounted: for .in the . -
pnce mdex used to compare ruble expendltures for d1fferent years S

: I ) [ ‘;1;"1.1"" f"':l -2 T b .. .

In general the ex1stence of subsidies:means s1mply that products e
are sold at prices somewhat lower than their real resource costs of
productmn. The share of .resources used by -the defense establishment
thus would be' understated durmg a period ofsubsidy, if. the proportions~ . >
of defense output (in subsidized pr1ces) to. total. output (in a2 ‘combination:
of 'subsidized and nonsubsidized pr1ces) is used as.a criterion.” The :
same considerations apply to'prices that are abnormally high bécause. . -
of monopoly profits (rents) or. turnover taxes,; since the resource usage
would be overstated by the amount of rent earned by the monopoly: -
The solution to either kind of distortion is simply to add the amount of
subsidy to the official expenditures or to subtract the amount of rent

from expendltures. Unfortunately, this cannot be done w1th precision.

The existence of ‘subs'idies might cause a bias in compar1sons of
defense expenditures between countries, although in principle the

-9 -
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problem can; be.%handl'éd.-by-l.‘t'h;e:ékcha’ngé:.rati’o.‘ -That is;. if ruble prices.: ., ..
for defense goods are lower:than real ruble ‘costsy: the .ruble -dollar
ratio ought to reflect the r;eIatively..lOw ruble prices.. .It is the latter
procedure which is.used in-this report. FRPIPTEEI ' :

it Do O T DU SR

II.  Categories of ‘Défe_née}Expeziditui-es.; 3

Budget appropriatigns to the M1mstry of I_)e’,_féhse_,a_.re distrib,ut'ed‘:, )
to the various branches of the Soviet armed forces by the Financegy; ;. .
Directorate of the Rear. In this section.of this report; an investigation
is made to identify as many categories+of-defense ;spending as possible.. -
and to relate them'to the .Finance »Direcggréte, or-its.representative unit..
In many.cases, the.flow of spending cannot:he: traced :beyond the pur-.
chasing organization. .Ifithis organization:is identified as a military .
organization subordinate to'the Ministry: of Defense; . its funds .and cre dit
are assumed to have ‘been received from the-Finance Directorate. In
short, the expenditures of the Ministry. of Defense are assumed to be - R
identical with the:-expenditures of its.subordinate organizations. This
assumption seems.;reali'sﬁtic; in view of the many complications which "~
would be introduced in its.absence. Furthermore; in'some cases of
defense spending WhiCh:,_‘are'not:-incIude_d in the defense budget =- for -
example; nuclear energy -- the spending does not seem to be carried
out by any organization of the Ministry;:of.Defense s .

There is.a second assumption often made throughout this section.
It is that a class of military expenditures is properly indicated bysa: -
few examples. Classes of 'spending cannot, however, always be de-
limited in this fashion.: In the following investigation, -when the limits
cannot be ,estébl’ishe_d from the evidence, it is noted.. N

A. Army, Air Force, ‘and Navy,

The budgetary allocations to a standing army, air force, and
navy normally cover the following categories of expenditures: (1) per-
sonnel costs, including pay, subsistence, clothing, and transportation;
(2) maintenance and operations costs, covering such items as purchases

- of petroleum products, labor services for repair and overhaul of mili-
tary equipment and facilities;, operating costs of storage and supply

% For the organization of the Ministry of Defense, see Appendix - A.
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systems, training costs, Aadmmmtratlon costs, costs of station-or .
Foeatis ! a. 27
base equ1pment (such“as laundr1es*and k1tchena) and’ orgamzatmn‘f"‘ SRk R

eq\npment aix' t11ﬁ1es Bervicés’. (3) m111tary pubhc works, jnclud% -
ing ba.rracks and’ 11vmg quarters; hosp1ta.ls *and- med1ca1 facilities; - .' =1
storage fac111t1es, %ﬂﬁary a1rf1e1ds ‘ports harbors, and basesi *°
repair fac111t1es" résearch: 'and’ deveIopment test facilities; and R
master plannmg and” other ‘construction activitiés; (4) resea.rch and
development costs; {5) expenditures for reserve components;

(6) some costs for mob111zat10n planning and for the purchase of
productwe eqmpxﬁent"and‘ fa.cﬁ1t1es~for‘ mergencxes; and (7) the -
procurement of most‘rmhta.ry vend*atems,»‘mcludmg spare parts. -

The expend1tures “for maJor procuremen't‘"’are of great m’telhgenée TR
intere'st’ 'because they would ord1nar11y1mc1ude the' outla.ys ‘for- an-- S "'-"- i
craft,. nafval ve: sseis, combat andmupport veh1cles, artﬂlery, gmall "

arms;: ammumtmn\: ngded““‘észlles, and electromcs and commumca-

[y T "o “A e PPN : R {
tmns eqxupment rwfr baod R A A AR P S <o
AN 35 ST T Lo K}L“’B e !

o0 et R g I S SR

R

Sources of* mformatmn about Sov1et budgetary and financial -
practice. strongly suggest ‘the ‘presence’of ‘most of theséiseven cate-
gories of ‘expenditures in ‘the’ ‘explicit'Soviet défense budget The
exceptions include some expenditures for reserve coimponents, most -
of industrial moblhzatlon costs. and research and development

i Sl l".v ' L ) iy 3
LT AT . e Wy

1.+ '-Pe"rs_oﬁxie'l-. CoErE oy ROV EINEVE S e

- e B e e A e . NN +
Y P f", N "‘f’ Tead i ] o .

e Leat

: The evidence:for the mclusmn of personnel costs in
the defense budget is'clear. These expendltures are made on the
military districtlevel by the m111tary ‘units; with approval by all
the financial authorities’ o: the military hierarchy. There is suf-
“*“Tto make reasonable’ eat:tmates of

ficient information
the military pay bill Tor certam types of umts.

A -A maJor component of mﬂltary personnel costs is pay.
Est1mates of ‘the annual pay bill can be made for some areas f*= =

ba/#% 1t may be noted that in addition to military -
. FEETE 0 NN

¥ See footnote to Table 3 3, p. 31, below. “See also Appendix B.
%% For serially numbered source references; see Appendix E.
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personnel, the armed forcesgpairithe wages and salar1es of 01v111ans PO
employed by them._ ,The navy,, ior example, pays. personnel employed
to keep records at; naval depots, such as accountants, warehousemen o
and admmzstrator_,s‘_ and, also personnel employed for part1cular assign-’
ments, such as lumberJacks 2/ Of the total pay bill, wages, and -

salaries of the c1v1‘11an component are estn'nated to make up from 10

to 15 percent. - .. .. . L .. B R I

. T tEN 3 s .
BEE RS TS PR T boa - . L

L g
JJJJJJJJ

‘J)’. YOO TE PR

In addltmn to pay, personnel expendltures mclude sts ;
for food, clothing,;and. medical services,, Observed medical exp n-
ditures by the. .navy: are.not. only for medicmes but a.lso for sanatonum ,
health resorts: and the. operatmn of chrldren 's 1nst1tutmns 3 / Purchases.
of food and, clothmg for;the army: are made, by:the Dn:ectorate ‘of Food
Supply and the Diréctorate’of Clothing and Equipment Supply, .respec- '_ ‘
tively, of the Chief Quartermaster . Directorate, 4/ Food also is pro-’ o
cured from the Ministries of the Light and Food. Industry and of Agrlculture
and Procurement,; . |

p/- The type of product varies with the season
and the geograph1c Iocation, e

AR R ~ . et

There are several ways by wh1ch the Soviet armed forces -
fully utilize their ruble allocations for the purchase of food. For one
thing, they supplement purchases through normal tradé channels with

food raised on their .own agricultural plots, although these agrlcultural
pursuits- probably do not contribute- S1gmf1cant1y to the aggregate,,mlh- ‘
‘tary food consumptmn Seven such. establishments of the army have -
been identified in areas of troop concentrations. * It appears that these
farms are run largely by military personnel and furmsh ost of the1r -
product to the military. A portion of their product may- “be sold to

outside organizations for normal retail prices. a/ :

‘The Soviet Navy is' granted hay harvest rights 8/ and files
reports on the numbers of horses, cattle,-hogs; and pou.ltry on hand. 9/
The hay harvest rights; granted-in accordance with a 1948 decree of
‘the Council of Mlmsters, presumably are for the horses held by | the .

* They are in or near .Anlva Kirovskiy Poselok, Koryaki Lazo,
Uglegorsk, Olovyannaya, and Chita. 6/
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navy for agncultural and other purp05es. Troops are used to harvest
the hay. < The" cost ‘ofithé food prioduced on’such a.gr1cu1tura1-plots I
such as potatoes; vegetables, 10/ and ‘meats -- should, therefore, ‘Besbelow :.
what the armed forces would pay another ministry. The proportlon of
these food products relative- to tota.l m111ta.ry food consumptlon, how-
ever,. probably ‘is not great.’ N R ST UL TR e T -
: Qi Rt R L B T PIROY S TS O
. A gecond way of economizing on food expend1tures may :
" be through theioperation of the Chief: Directorate of Military Trade " T
(Glavvoyentorg) Oft the - M1mstry ‘of Trade; | This organization. probably
has two f\mctmns~ to provideé retail outlets where military personnel .. 1
may pur chase‘ma.ny 1tems ‘of consumptmn, sincluding confections and’ - it
other foods;-and to act’in some-cases:as purchasing’agent: for the miliz ..:
tary. 11/ ‘To the extent to ‘which’ these outlets<are intended to prov1de
part of the. nérmal ‘food réquirements to military ‘personnel for cash
‘payments; they represent a savmg to thte mﬂ:tary Thls pOSBlbl].lty is -
probably of 11tt1e tconsequence. Lo : Coren . O

The fma.l a.nd obkus way of econoxrnzmg ‘on expend1tures R
for food and food products is by negotiating for price discounts through - "
* turnover’tax-exemptions or other price concessions: The evidénce . " i .
" from Soviet financial literature suggests that the military generally R
pay the turnover tax but do not pay retail prices. 12/ The price seems
to be therwholesale.price mqludmg the turnover tax..: ~There proba.bly
are a few exceptions to this. generalization. In.1949 it:was stated
officially that the military and some other consumers in. th‘e_Fa.:g_N_or.th
‘were exempt from the:turnover tax on vegetables; potatoes, and . .
fruits.*.13/" In"the last 2 or 3 years, this exemption may have been” - "
extended to all customers. .In the prewar years and perhaps some of ‘
the war years; -the: mﬂltary may have been exempted from paymg
the turnover tax on some commodities; but it is hardly likely that they: ~~
en_;oyed complete exemptmn *% In- 1944 for example, official doctrme -

* The continuation of such a pohcy m1ght explam the turnover tax
exemption granted to.the MVD in the Far Northin 1951 and 1952. 14/ -
%% One source reports turnover tax exemption in 1939.. 15/ Plotnikov
attributes the loss of state revenue durmg the war Mto the s1gn1f1cant
rise in requirement of the-Soviet Army ... ." 16/ The loss in reve-
nue was also the result of shifts in productlve resources and the reduc-
tion of income from socialist enterprises and organizations.

~.13 —
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indicated that the rn111ta.ry pa1d lthe.‘turnover taxv :
also true.® = - _~ S e e e BAR VLD uaticlanay azet;
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Ma.ny 1tems of : m111tary clothmg arevpurchased by thef Sl
Directorate of Clothmg and Equipment Supply of the; Ministry . of Defense, .

which often dispatches them directly to unit warehouses. 19/
Purchases by this directorate have. been made fromithe Cotton Textile
Combine imeni Stalin in ‘Tashkent and from; the" Telma SewmgrPlant 20/

The prices paid (likeé _the prices, pa1d for food. prodncts) are: probably, vy 400 -
hé["* f'*‘\"‘.‘ A

the equivalent of the wholesale price: plus: the: turnover-tax. 21/
military supply authorities keep- close:vaccount of the: clothmg dnvens=i - ;..

tory, apparently keepmg the records, in ruble:valties: ;For instance; i R
upon discharge of some of:its’ personnel »a military unit returns to; the:

Finance Directorate ‘of the Ministry of Defense a credit'sum jequal. l:t.)m
the amortized value of the returned- clothmg.f,ZZ/ Expenditures for
clothing in the navy, likewise, are closely supervised: sInventories ..
of clothing are reported carefully, including clothing returned by d1s- '
charged persons. 23 / The higher-authorities show concern over the
scrapping of used garments when.salvage is possﬂ:le 24/ Military

laundries at which, clothing repair .takes-place: are. mamtalned at. the ,;':_f ‘

expense of the various u.mts. 25/ R L T I NI

4 A rather small category of personnel expendltures is: for‘, o
transportatmn of military personnel. s When military personnel- aré on :
detached duty, . their travel and other expenses are often handled b
‘Management Directorate :of the:Defense Fihance Department.: 26 [ _
norma.l travel expenses presuma.bly are pa.1d by the umt fma.nce g_ up :

Another expend1ture of the armed forces for personnel '
is for housing and recreational facilities. 27/ In"1946 and again in
1948 there were changes in the administrative units. respons;ble for -
the construction of m111tary barracks; but the costs probably have"

always been met by the: m111tary In addition'to the initial construct:.on o

costs of m111tary housmg, there are annual repa1r ‘and operating coits,
which are paid for by the responsuble m111tary u:mt 28/ Among the o

* The Military Tradmg Orga;mzatmn is noted as a d1str1butor of
m111tary consumption goods and as a payer of the turnover tax. 18/
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operating costs are purchases of coal-at pr1ces known to mclude some
R el - 5! 2y 3 2T 8 AT \3‘,- s e b »

transportatmn chargeé N 29”7 ,’Sl ;
barracks; is’ ma_de by the varmus umts‘*‘as, i
Flotilla. 30/ % «®7+ %"

’\ § -; VoY Wl oue e B L5

. 2 Mamtena.nce and Operatmns. .

AR L BRI

Kk onst;;ute an*unportant component“ ,
‘e ‘Are’E 'tegorlessof repan' for -
d1fferent types of Sov:et‘eqtupment : ""'_'p'ta.ce of repa1r probably A
varies accordmgly = The( ‘most’ thorough o €] dul of army ‘and air’ equ1p-
ment as well as of naval’ eqtupment‘probably ig contra.cted to the = "
munitions industry, wheréeas less ‘complete’ répdir-is carried -on' by

the. military units or at central ordnance repair facilities. The re-
-spon31b111ty for the repa1r ‘of | tanks a.ppears ‘to Tie w1th the Directorate

of Repair and: Supply, an’ ‘office’ su'bordmate to the Chief Arinored Tank
Directorate; ‘which- purcha.ses items used m repa.n‘._ 31/ Ma._;or repau'

of naval vessels® probabl‘fr’ is ca.rned out'on contract: fo;r the Na.val

Forces by the Ministry’'6f Shipbuildings 32/ 1

33/ For artﬂlery

: oDably 1s assumed by the
'D1rectorate of Engmeermg and Supply of~ the Ground Forces:’ 35/ In
1949, in conJunctmn with” classes of repaxr, the Armored Tank I Du'ec-
torate, probably at a ‘base such as No.~ 229 at Voroshllov, undertook
the medium repair of a large number of tanks; 36 36/ Minor repairs
probably are carried on at the d1V181on or unit level. :

) fthat-the maval repre=- ;

sentative was*holding up" payment=for ‘modérnization wark-on ‘certain-
‘vessels because* of the lack of pa.yment ta.bles.r34/

- 15 =

TOP SECRET




; Y CAT T
i l- . . e e

- The ,lia.rgesti element of repair;cost is’ for the labor ser-
vices of. sk111ed worker ny cw111ans are employed by the m111tary,
probably for some of their . repa1r act1v1t1es " In-other cases, the
munitions 1ndustry performs these ‘services under contract 37/

Another 1mportant expendxture for current operatmn is '_
for petroleum and petroleum. products. ) The air. forces are. important
consumers of such products Dehvenes hy the 011 Sales D1rectorates
for the m111tary are sh1pped ei.ther du:ectly to the xmhtary consumers
or, more,often, to m1.11ta,r}r depots, ‘where petroleum is stored under
the state reserves PpProgram:. When the products are, shlpped from .~
the state re_s,e,rves, the mJIitary presumably become 2, paying customers
These dehvery procedures are related to.the. nature of petroleum
fuels, many ‘of Wh1ch»cannot be stored for more than 6 months to' 1

year. The mventories of state reserves are thus revolving stocks

The kxnds of fuel purchased by the xmhtary estabhshment
in add1t1on to the bu.nker fuel for the- navy, mclude aviation gasolines'
B-100, B- 95/130 B-93, and B-89; jet fuel T-1; diesel fuels; motor
gasolme kerosme, and lubncants 38/ The 1950 wholesale ‘prices .
(in the sixth zone). for these products vary from 455 rubles per metric

ton of diesel fuel to 1, 550 rubles per metnc ton of av1atmn gasohne )
B-100. 39/ . __.' _ :

S e R

R

40/ This unit or its
nt. 41/ The prices. paid.

apparently are the re gular wholesale pr1ces, mcludmg turnover tax,’

which are quoted to all consumers * In prewar years, however,

* In 1949 the’ pnce paid by the rmhtary for aviation gasoline B-78 in
Khabarovsk was 1, 820 rubles. per metric ton. In 1950, the wholesale
price after price reductions was 1, 296 rubles per metric ton in the
sixth zone. 42/ Price reductions were to about 80 percent of the |
1949 levels; hence the mihtary seemed to have pa1d the full wholesa.le
pnce in 1949 :
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the m111tary may have been exempt from tt}e turnover tax on petroleum
RRTE b i g 7: [ e ) :
products e e T gnaemen 4

. v .
' RiTiite ‘
In~ um, the remammg mamtenance and oPeratmns costs

are 1mportant even though any one component w1th the possible ex=
ception of the’ supply and storage system, is relatwely small The ,
. Soviet armed forces pay for postal and telegraplnc service, statmnery,
the operatroﬁ of laundry and baths, furmture ‘for quarters, repairs on

barracks;. some admmlstratwe serv1ces and ta1lormg allowances for
SRy lei S pooys it eEes 0 st v 00w : S 4Ll vE -
o£f1cers 43/ : o

Storage expenses must be cons1derab1e for the Soviet
armed force ot “iuth theu' h1gh level of mventones"“ ‘There aré as
many:as. up".t 600 bases éﬁ‘d depots in“all’: 44/ - Thére is evidence '
that. the armed forces pay for then' storage fac111t1es, as for example,
in the case ‘of ammumtmn. ¥ Petroleum and ‘petroleum 'products
account’ for much storage space. ‘ Military end items probably’ make
up most of ‘thé other goods'stored. | R B

ﬂ

It is worth® notmg, in'’ thls connection, ‘that‘the military charge bthér °
orgamzatmns for, ‘the: use of. m111tary storage facilities. . ‘For’ mstance,
the civil fhght trammg ‘center at Shehelkovo in*‘Moscow.Oblast was -
requ1red to'pay the- m111tary for storage space wh:.le TU- 2 a1rcraft
were undergoing repan-s Ak Lo

-

i,

3. _-C On-s tr_ uct'_idn‘.

Sov1et 'm111tary constructlon at present is not a la.rge
category of expenchture. It does, however,' 1nc1ude activities of
any types; and-its. h1story is mterestmg. Before 1938 the armed
services carried on many “construction-activities, mcludmg such ‘

7% The Amnunition Supply Directorate of the Chief Artillery
‘Directorate showed interest in the repa1r of ammunition storage .:
facilities'in 1954. 45/

*% This charge’ would indicate civil fhght trzumng is not carr1ed
out by the m111tary. 47/

",
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pro_]ects as- rmhtary bases, barracks, and storage and av1at1on fac111- L
ties. In 1941 these functions were transferred to the Directorate of
Military Constructmn, wh1ch was formed and attached to the Council

of Ministers. for the express purpose of ,preventmg m111tary d18tr1ct '
commanders from exermsmg control over constructlon pr1or1t1es 48/

In 1946 thlS directorate was- combmed wrth certam constructlon or=' '

productron fa0111t1es ; . o o : JOEEEAS

In 1947 and 1948 Chief Dlrectorates of M111tary and
Naval Constructmn aga,m,,were formed -in the Mrmstry of the Armed A
Forces. In. 1949 the Ministry of the. Constructmn of. M111tary and. Naval o
Enterprises was, combined with- the Ch1ef Duectorate .of the Constructmn )A .
of Machine Bmldmg Enterprrses to form the Mlnlstry of the .Construction . o
of Machine Building Enterprises. 50/ ‘These reorgamzatmns probably N
resulted in a redivision of responszbihhes, leaving’ the construction L
of defense productxon fac1ht1es to the mestry of the ConBtructzon of
Machine’ Building Enterpnses ‘and the constructmn of mrlitary bases,
barracks, and so on to the M1n1stry of Defense. For example, in the e
1949 reorgan1zat1on, an orga.mzatmn for industrial military, electnc '. o
power or assembly was transferred to the new constructmn rmmstry 51/
The MVD also at this t1me may have resumed some of 1ts former con- o
struction activities. :

Loy

The D1rectorate of Military Construction probably had
been responsible for the construction of munitions plants * -The
construction of armament factories is now carried on e1ther by the
appropriate’ producmg ministry or by the Ministry of Constructmn or
by both. The Mmlstry of. Defense may employ its own d1rectorates or
other directorates for the construction of the few producmg enter-
prises under its control, as we11 a.s for bmldlng m111tary bases, air-
fields, and so on. :

In April 1951 a Chief Directorate of Special Construc-
tion was formed in the mestry of Defense from the Directorate of
Defense Construction of the Soviet Army, also of the Ministry of
Defense. 53/

* In the 1946-5U plan this organization was treated in context with
the Ministry 6f.the Constriction of ‘Heavy. Industry Enterprises and the
Ministry #f the Construction of Fuel Enterprises. 2/
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The mistaken identity is understandable, for onelof the”’ ™~

customers of the latter special construction group has been the Quars
tering Directorate of the Ministry of Défense:: 56/ It:has had ¥elations
with the: Fmance Dxrectorate of the Mlnlstry of Defense 57/ It a.lso
runway. In"1953}" one “of its’ ‘main’ customers’ was in the same m1ms- e
try -- the Chukotka’ A1r~Group of“tHe Dlrectorate of Polar Aviation PR
.of the Chief" D1rectorate of the ‘Northérn Sea Route, whxch purchased Boennnt
nearly 100 m11110n rublés” worth of’constructmn serv1ces, presumr«.tbly EEA
for airfield runwﬂaﬁyrs.g‘SSI During ‘1954 and*early 1955 th1s d1rectorate s
was mvolved in pro_]ects whxch probably were fmanced by the M1n1stry

e g

s

Jene

of Defense 59‘/ ERACERIS -7 gL

o - e v e e v

Vo - ey S Y . PP g
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“In’ add1t1on to the Chief: Du‘ectorate of. Na.va.L Constructlon )

and the Chief Directoraté of Spec1a1 "Construction there are the Central‘ o s
Directorate of Capital Airfield Construction and ‘the Quartering ‘ -
‘Directorate 1n the. Muustry of Defense. These orgamzatlons perform
tasks which their- t1t1es mdlcate. There is’direct ev1dence that the
navy pays the, b111 for the constructmn of 11ghthouses, radxo beacons,
arms and ammumtmn storage fa.c111t1es, and certain base instal-
lations. 60/ Expend1tures for' (1) ports, ha.rbors, a.nd bases ‘and”

(2)- hydrographm charts, buoys, and’ exped1t1ons also may be under
the Chief Dxrectorate of Na.val Construct1on. The emstence of the.
latter category may be comparable to expendxtures by the m111ta.ry
for surveying and plann1ng, such'as’ the WOrk conducted for them by
Planning Institute No. 4 of the M1mstry ‘of Constructlon. 61/ '

- The organizatmns"of the Mmzstry of Defense probably
are :esponmble for the constructwn and mamtenance of fa.cihtles
for military use,: such as axrcraitiacxlxues. ‘maain rear-stc‘)rage~
facilities at.the district level and. storage facﬂ,1t‘i‘efs for mi’htary
units, ¥ and’ ba.rra.cks and dwellings.

e
£

* The construction and capital repair plan of the 7th Air Army in .
1948 was 22. 6 million rubles. For a breakdown of 45 million rubles

of planned construction for the Far East Military District for barracks,
baths, laundries, workshops, and repair bases, see source 62/
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Regearch and development .ctfvfdi«he's are car'n'ed on:
jointly by the Sov1et armed serv1ces and t}fe defense productlon en-; S
terprises, w1th the ‘exceptlon of bas1c resear;ch carrled out by,,them .
schools of hxgher learnmg and r.
energy program.._ .The deVelopment of 'new‘Weapons begms wlth_ fthe ,
Chief Military.. Techmcal :Cominmitte, h : '
subcomm1ttees on, art111ery, au-craft tgn%gszu.engmeermg, and so
on.* ‘When the approprlate techmcal subcommlttee approves a new
idea which has been worked out by one of the developmental research
facilities of the. military services, it is ‘passed to the military con-
struct1on bureau or to. the constructmn bureau o,f an enterprlse :
for prototype fabr1cat10n The m111tary constructmn bureau pr'o'b-
ably develops prototypes of new weapons,jand the enterpnses pro- L
duce mod1f1cat1ons of ex1st1ng weapons nce the prototype 1s pro-r 1
duced and has the approval of the approp 1ate subcomr'rntteei and '
the full m111tary techn1ca1 comrrnttee, 1t s pas:gsed (1n the case of
the army) to- the Ch1ef of the Army Genera.l ,Staff.- The {3 units :
. to receive ‘the new 1tem are de s1gnated ,and 1t is’ recommended to s
the Council of Mmlsters who, ‘with - the economm plannmg authorl-
ties, determine a quant1ty and ‘time schedule of productmn 64/ '
The divisién of research and development expend1tures between
the mﬂltary and the; producmg enterpnses seems to. be between
expenditures leadmg "through the development of a prototype for
a new weapon and all other expend1tures, including. the costs of
adapting the new weapon to productlon “This’ 1nterpretat1on is sup-
ported by the fact that-the M1mstry of the ‘Defense Industry has
subordinate to it such organlzatlons as art111ery design bureaus
and scientific research institutés which presumably are. concerned
with matters of production and materials. - The Ministry of the

* This orgamzatmnal deS1gnat1on was appropr1ate for the early
postwar years, : '
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Aircraft. Industry has a Scientific Research Institute of Aviation. 65/

The research’ centers, whlch‘”are 1ess ¢oncérned- w1th apphed research'
than with basic’] %s’e’aﬁrch‘ of’u1t1mate ldefense 1mportance, ‘aré-not sub-

ordinate to the' nuhtary stry. 66/

{n'g_g, e 'j*»-':»x

FET PRI S (I S - “1-."'

The prec1se d1v131on of expendltures between mun1t10ns
plants and the m111tary m1nlstry becomes! 1mportant onl;r when the -
prices paid” the mumt1ons plants by the m111tary ‘do ‘fiot include. all”
development costs. " There are two reasons ‘to‘believe that develop- S
ment costs are’ %tg reflected"fully in- pr1ces pa1d by themilitary..

First, . there is the é@neral Soviet practzce of settmg pr1ces for: rela-’ o

t1ve1y long penods. ‘Such a practice would' preclude the Ppos s1b111ty =
of writing off development costs with the first few units of output.

Some of the costs,“of courge, ‘could be’ spread out” over the’ expected
period during wh1ch the new 1tems were to be produced 1t is unhkely,
however, ‘that, all development costs would be amortized in this manner.‘
Second, Sov1et pract1ce seems to prov1de for the finiancing of part of
these costs’ through budgetary allocations and intraministerial trans- _
fers of profits. 67/ There have been examples of increased-allocations
from the mlnlstry to one of 1ts plants when the plant has begun to pro-

IR s,
iR P

duce a new produc

R

-] e - AT

8

!'5. Mlhtary End Items_ ; PRERDER BEREIE

b £
M i

ey -

MaJor procurement of m1litary end 1tems, mcludmg spare
parts, IS of spec1al 1nte111gence s1gmf1cance. -

There are several organ1zat1ons in the Ministry of
. Defense concerned w1th the procurement, allocat1on, and storage »
of military end 1tems. | | -
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srorery Directorate (1nclud1ng an Ammunition Dire ctora.te), “the
Chief Armored Tank Dlrectorate,,the Directorates.of Aviation
Technical Service and Air Engmeermg Servxce, the D1rectora.tes

of Supply and: Equlpment for both the Engineering. Troops and Com- e
munications Troops,’and the Automotlve Directorate, These or-
‘ganizations apparently are ‘responsible for. purchasmg, stormg,\ S L
and dlstnbutlng to m111tary units the k1nds of 1tems (mcludmg o
spares) 1mp11ed by- the1rrt1t1es 70/ oL

IS e
g L =t e e w

.‘1 EEO T IR S

There is, 1nd1rect ev1dence wh1ch 1nd1-
cates that the navy also purchases ammumtiona. The. Artillery
D1rectorate of the- Naval Forces, with. which Depot No, 1757 is.
associated,:" probably assembles ammun1t1on 71/ Also one of the
enterprises under, the Artﬂlery Directorate of the Naval Forces has
purchased ammumtmn -packing. 72/ '

In add1t1on to thlS ev1dence, there is the suggestlon .
that the navy purchases naval mines and torpedoes. The Directorate
of Mines and Torpedoes submits periodic reports to naval head-
quatrters in Moscow concerning, presumably,: inventories of the
types of equipment suggested by its title. 73/ This directorate
also may do some assembly work. |

It is probable that. the a.rtlllery d1rectora.te and mine
and torpedo duectorate, respect1ve1y, are re spons1b1e for the pro-
curement of naval artlllery ammunition and mines and torpedoes.
The financial arrangements _probably.are carried on through the
Finance Directorate of the Ministry of Defense with: producing
plants ér (for standard types of.ammunition) with army depots.

* For example, [

| ndicated that 30 -

items Zh-7-A were prepared for sea. 74/
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75/ Most of these

financial operations are interbank transactions mvolvmg the tra.nsfer
of funds from one to another Gosbank account in Moscow.

‘There apparently are some tra’nsactiions inirolving pay-
ments for equipment which take place either between military units
or between a military unit and a producing enterprise and for which
payment is made from the military unit's account with Gosbank. 76/
As noted above, equipment purchases are usually Moscow transactions.
It is, therefore, probable that these transactions initiated by the mili-
tary unit are the accounting entries for transfers of equipment be-
tween military units and purchases of construction materials for
projects too small to be handled by normal construction units.

‘The. Ch_ief -Ar:til'lery'Direct,o.rate of the Minis,try of Defense

is the purchaser of an item designated as DON.  ‘DON is reported to
be a telemetering system for use proRgbly in larger missile systems

. suchas surface-to-surface types. _ In mid-1952, Plant No. 4 of the

“Ministry of the Defetise Industry at Krasnoyarsk either began producing
the. DON or incorporating DON components in a larger product. 77/ '
In view of the'research and developmeént: procedurés: ‘described above,
" the cost of DON to the. Ministry of Defense: probably does noi: include
-all research and development expenditures. o
Expenditures for new naval vessels probably make up
the largest single category of Soviet naval outlays. Some analyses
suggest that expenditures for naval craft are capital outlays which
‘come from other budget categories, but such an interpretation is
not supported by the findings of this report. Indeed, there is con-
siderable evidence suggesting that naval vessels are purchased by
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military. - It 1s hlghly probable that the D1rectorate of Sh1pbu11dmg of .

the Ministry, of Defense 1s the admmstrat1ve umt which approyves,
through its representatwe at the sh1pyard the sh1p wh1ch is to be.
purchased 78/ Upon a.cceptance, this d1rectorate authonzes nd
makes pa.yment * EXS "9::‘ A S e g i .

SETORT £

Payments for naval vessels are spread over the penod A
of constructmn ~ There, appear to, be 28, payment stages for major: : R
naval vessels | Lo

or productlon stage 24 preceded payment for stage 21 S SENy it e sz

another case, payment for stage 24 preceded payment. for stage 16 81/

In all cases, however, payment : for _stage 26 preceded payment, for TR

stages 27.and 28, Hence Uit is believed that when. stage 26 is. pa1d for _—

the hull is presented for. state trials, and payment stages 27-28 R

indicate acceptance followmg successful complet1on of tr1als._" 82/ e
' The admm1strative procedures 1nvolved in addmg - T

new naval vessel to the Soviet naval forces are similar to those of

the US Navy: The decision to build a naval vessel is made by the

Main Soviet Naval Sta.ff The D1rectorate of. Naval Construction then,.

draws up tentative blueprmts, ‘which are submitted by-the naval forces ¢

to the Counc11 of Ministers. When this body grants approval ‘the _

Ministry of Sthbu11d1ng becomes involved. It draws.up final blue S

prints and begins constructmn. During production, a representat Ve

of the navy is stat1oned at the shipyard or sh1pbu11d1ng enterprise to-

supervise. constructlon and to notify the Ministry of Sh1pbu11d1ng of

final acceptance by the navy. 83/ '

/

Ev1dence cited and reviewed elsewhere leaves little
doubt that the navy is the organization which orders and pays for .. ...
vessels produced for it by the M1n1stry of Sh1pbu11d1ng |

¥ For example, — ' P, senior. offlclal ,
in the Directorate, of Shipbuilding of the Ministry of Defense authonzed
‘acceptance and payment for the final stages of 2 self- propelled barges
with unit prices at 5.8 million rubles. 79/
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“The. cost of other m111tary end 1tems is. somewhat below L.
prices of related Soviet industrial products. The rea.sons are two_ s 2 ’; T
fold: (1) producers of military end items probably have hlgher pr1or1t1es
for mateérials,-services equipment, . .and technical skills¥; and.(2) the.
policy of subsxdlzmg initial, development ‘costs;in mdustry fa.vors theh .
armaments industry, in which technolog1ca.1 change proceeds at a.; rela-

tlvely hlgh'ra'te‘ ¢ '_ Nij"»' L IR TR gt &u. Caise o haoa 5] by "":V e
25k ias wertiey B uJUw-\ ETRELES ST ;‘E':‘r -
B. M111tar1zed Secunty Iroops. o apld An RIletr Do § TEtiLEnT £ T 4 b nad
AT L

troops evidently have a supply system of their.own as well as air
component and armored formations. The various mnts of troops “have,’
been organized over the past several years under a Chief Directorate
of Internal Troops, a.Chief Directorate.of Border Troops, and a.
Dn'ectorate of SignaLTroops. .

P— . ¥
o Lo Yaum Tae s - Lt I
% S . AN e . L - R N ‘ .

The Dlrectorate of S1gna1 Troops at f1rst wés subordmate .
fo the Ministry of State Security (MGB), and more recently to its o o
successor, the Committee of State Security (KGB). During most of
their history, the remaining!two directorates were: organized under .
the Ministry of Internal Affairs (MVD) or its . predecessors and . _
successors. In the period from June 1947 to March 1953, however,

the Chief Directorate of Border Troops ‘was subordmate to the MGB.

4

L3

* The armament enterprises, however, do not seem to receive B
favorable prices.on purchases of production equipment.- In ob-.
served cases, they pay the same price paid by other mdustnes
for machine tools. 85/
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From late 1949 or early 1950 t’o*March 1953 'the’Ch1ef D1rectorate 'f' TS
Border Troops' also‘was subord1ﬁ§t“e‘f;to‘th “MGB ?“”.Before and after
the indicated periods of subordmatmn t6"the ‘MGB; ‘those" orgamzatronsuz-
were subordinate to the MVD or its. predecessors In-’*certa1n pemods§
as in the perlod after the March 1953 reorgamzatwn following Stalin's
death and ‘until late*1953; the’ two secunty»orgamzatmns were: merged
as an 1nterna.l securlty unit.’ ' O N I -:-'-f;-z:,..w IR :;-Ir

st .; Mg o "(""u} R L

,J f\

covert. and“secret pohce ‘eleménts’? The‘MVD servesumany pohce‘“ Ak
functions, ‘such.as’ protecting and- mamtammg inte¥nal and border: Ll
security and guarding and managing economic enterprises whichuse«s, =
forced labor, and activities such as mining and construction operatxons

. Most of the militarized units of the secunty troops_probably a¥e"under
the MVD

B A B R T L P T

It is estimated that the militarized units {border; "in't'ern'al e
and signal troops) of the Soviet' secunty troops compnse a: total of-
about 400, 000 troops 87/ S oL T e

LlFa Lo R

wof 4, I
e e S~ &, '

An. 1nformed source reports that the border troops do nmots - r.oE
have their own logistic system, but rely for support on the ter= 5. ./ %
ritorial military district where border units are stationed. 88/ ‘The

supplies. include food andfforage, clothmg a.nd eqmpment and Weapons
and ammumtmn L T ‘- T - E R LR

Reportedl'y the only items not procuréd from the military,
district are automotive’ equrpment,‘POL, penshables, and hay and "
straw. The procurement of ‘automotive: eqmpment is said.to be -
managed directly by an"MVD organization (the Motor Transport
Directorate), while the POL and perishables are purchased locally
by the border units.

: seemingly contradicts the ab_ove'.
descri _ upply. One report identifies a.Chief :
Directorate of Military Supply (GUVS), MVD, which includes- sub- :

ordinate supply directorates for food (UPS), clothing, and equip-
ment (UVS). &‘Z/ The period covered by the report is 1947-52, which
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may explain, at- lTedst in part the: apparen tzcontradiction. . It!W&S at Lo3iea ol
the beginning of this period (Junex1947); that the; internal: troops were Lo
transferred to'the:- MGB, followed:by:a- s1m11ar Ltransfer possﬂ)ly*ul“ PRI
late 1949 or early 1950 of ‘tHésborder troop g

s . P . TR o e :
: cooocamsdy dreis L St wio BT AN Lis

_ The ‘exact relat10nsh1p is.not relevant to expend1tures in 80 - - v
far as the m111tary are pa1d for any’ log1st1c aid. prov1ded the securlty
tx 00P° S BRI % S S SRR SO0 O TR C A SO :

SR

III. Defense-Related Activities. .-

Co ey . . .

R P S,

NETRAR L EE S WY . ) RS
o -

A - Reserve Components

LTE iUy v oy onee iy e sands vno ol sel a0 o0

Expend1tures for:the reserve components o£\Sov;1et m111tary
forces are of little importance-insofar-as the defense-‘budget-is con-
cerned. Certain medical facilities;may.be provided:by-the military: ..
for reserve personnel, but the.training and -briefing expenses prob- -
ably are met by the:Voluntary Society for Cooperation with' the Army,
Air Force; and Navy (Dobrovol'noye.Obshchestvo Sodeystv1ya Armii S
Aviatsii i Flotu --"DOSAAF)::: DOSAAF ‘is-a "voluntary! organization . ; -
which finances its running and equipment costs from unidentified
buiget allccativas, witd supplamentary funds fieom memb\.rshrp S
daes.  In recent'yzars. thz2 annual dues. have been a nowinali a~nount '
of 3 ruiles per- p’e‘rson; ‘but membership is large.-- nfor example, :
making up about one-fourth' of the population in the Baku area.¥ '
In the Khabarovsk area,. the. .organization:reported a balance of .
over 7 million rublés/in"1952 ; 91/+In- 1954r DOSAAF.was per-
mitted to use 60 percent instead d of 30 percent of.its membership
dues to procure: equ1pment and other:material: 92/ - ¥

3.

Pes ot T

B. C1v11 A1r Fleet

I
.

At the begmnmg of World War Il the armed services assumed
control of the Civil Air Fleet and made it:part of the military minis-
try. : Later, perhaps in 1950, it was transferred out of the ministry

* 'i‘he annual collection in Baku averaged 500, 000 rubles from
1948 to 1953. 29_/ : :
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and attached to the: Council of:Ministers;- -where it has remamed 93/ .

This organization.apparently-operates: passenger. service and. occa= .-
sionally air:freightoservice:;: 94/ It:constructs.and equ1ps air. ter-f-
‘minals. 95/ It purchases gasohne, which.sometimes is" sh1pped by .
m111tary transport and certain replacement items; such as storage
batteries for -aircraft.> 96/ It:buys its own aircraft. .‘When defense

allocations’ are‘related‘to aircraft production; it should be recognized
that the Civil Air Fleet is probably a consumer of a small number of

a1rcraft each year.

SR

C. Industrial Mobilization.

Expenditures for the purchase of productive equipment and
material neéeded for conversion‘to war:production are almost entirely
outside the defense establishment.:” These items for mobilization
reserves are undér. theisuper.»v1s1on, ‘and .perhaps the ownership, of
the Cth,f,Dii‘ectdrate of State Material Reserves,; which receives
funds f¥om the budget-category Financing the National Economy. 97/
" Mich of the planning for moébilization, however; ‘is done by the nili-
tary author1t1es as’ well as by ‘the various-economic ministries. 1%/ ,

D. Fore:.gn Trade in Mzhtary End Items g
, The fore1gn trade account for m111tary end items (as well
as for other military supplies) is handled by the Ministry of Foreign
Trade, and thus'there‘may be a disparity between defense alloca-*
tions for major- procurement.and’ productlon of armaments. The
Engmeermg Directorate of the: Ministry of Foreign Trade is the _
administrative unit which procures and exports armaments g 99 99/ This
unit exports items such as aircraft equipment, marine equipment,
ground armaments, and communications equipment, which are pur-
chased directly from producing enterprises. 100/ In addition to new
or reconditioned equipment purchased d1rectlﬁ;om the factory,
the Engineering Directorate undoubtedly negotiates with the Soviet
armed forces for used equipment to send abroad.

The procedure for obtaining.used equipment from the mili-
tary for export is-not clear. In the European Satellites, procedures
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suggest that the JEngineering Directorate pays the m111tary a price for s

military eqmpment wh1ch takes mto_a:econnt its agex and physxca.l con-
© dition. In mtuatlons where m111tary eqmpment is sent abroad but re=-
mains in Sov1et custody, asuch as in East Germany, the Mlnlstry of
Fore1gn Trade is not involved. A51de from these two situations,
there probably is some lending of Soviet military equlpment to. other
countries of the Sino-Soviet Bloc, such as to Commumst China, for -

agwenpenod.i; ".,,,,3, S PR

AN FEA

The poss1b11ity tha.t ‘the m111tary estabhshment obtams funds -
from the sale of used equipment introduces the poss1b111ty o,f other
sources- of income or unusual economy.measures. There are a few
examples, bes1des those mentioned in connection with personnel pay,
food, and clothmg, of small economic enterprises. bemg .operated by
the military. On occasion, m111tary base 78 in Syzran’ has produced
pickax and carpenter ax handles. 101/ Commercial production by
military base 229 in Voroshilov may 1ay have been valued in the millions
of rubles in 1954, 102/ ‘Other sources of income include money
received for labor performed for other organizations by military per-
sonnel and sales of used oil. 103/ In- 1944, part of 1.2 billion rubles
was obtained from Imhtary economic; enterpnses *

V. Magnltude of Defense Expend1tures

The basis for estimatmg aggregate Sov1et defense expendltures ,
is the Soviet state budget, ,as explained earlier (under I) and, in more
-detail, in Appendix C. The aggregate annual; expend1tures are dis-
tributed among the main types of defense expenditure— e |

in the light’ of available information and US analogy.
‘Inevitably, estimates of the magnitude of the component .of defense

* vMilitary units of the Red Army, by their own efforts and means,
‘carried out in 1944 various work of repair and technical manufacture,
spare parts and articles of supply in the amount of 3. 3 billion rubles,
obtained agricultural products from their subsidiary farms valued at
0. 6 billion rubles, mobilized and paid in revenue to the extent of 1.2
billion rubles from the funds of their economic enterprises and from
their incomes. :In a.ll,' therefore, more than 5 billion rubles was
economized in this way." 104/
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basis for Jurdglng the magnltude ‘of the Sov1et defense effort relat1ve :

AEVi4owid L3 g
to other ecénomic act1v1t1es and relat1ve to that of the US Vi A
B ST IR Lol T _ a7 -~~3"'Y5 A A
L.t ’ e ,:‘fi’{r.y:». -, - . el eien ey
A. M111tary Personnel T T : S v
e ' S - e, R

The estimated size of the Soviet active military establishment =~
(including the militarized units of the MVD and MGB) for 1940 and

1944-55 is shown in" Table‘z e o TESd T oy 3
f»t"_‘“ " oo E Tab‘le"z L oa tj.-__‘«::""f W e
o ;.' - Size. of the de1et ‘Armed" Forces - S
ST ’ 1940 a.nd 1944 55 - ' R
‘I‘h__ousélhds o
" - Year °  Sigze “Year ' Size .
1940 3,000a/ - | 1950 4,100 d/ -
1944 12,000 b/ 1951~ 4,100d/ :
1945 10,000 ¢/ .1952° 74,300 e/ .= .
1946 6,000 c/ 1953 ~  4,500e/
19477 4,300 ¢/ 1954 .. 4,400e/
1948 4,100d/ | ‘1955 . 4,400e/ - -
1949 4,100 d/ » o

_a. Rounded from the better of 2 estlmates
(2, '800°and: 3, 500). 105/ ;

b. 106/

c. Average for year and rounded

d.. 107/ ‘ K - :
e. —1£§/ . . . - -- - . Lt e

The average annual rate of pay, including allowances, for
the same years is shown in Table 3.% As noted in the explanatory

* Table 3 follows on p. 31.
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-‘.“1‘1{;"1 o ~ 5: RIS Rk ‘.;<L~j' I SR
‘ T W1y e S
Average Ra.te of ,Pay< of the Sov1et Armed Forces e 3R
i 1940 and 1944-55 . .»._ N
. oL > 5 4
Cme i ae Cunje_r_xt Rubles yoc
| AveragePay |. ., AveragePay
Year .. .- _ per Man . . :,_‘,_Yeafr, e 'pe_r.Man Gy el
i o - S RN SRS SR J R e sntias i
1940~J‘,_';;_~ .1 650 a/ 1950 e 3 500 c/ anny i
1944 1,650 a/ 1951 3,500 c/ S
1945 1, 650 a/ 1952 3,500 c/
1946, ., 2,100b/ | . 1953 - .. 3,500¢/d)l .. |
1947 3, 500 </ 1954 , 3 500 c/ R
1948 3,500 c/ 1955 3,500 c/
1949 . 3,500,c/ ca :

‘a, 109/ No change is assumed from 1940 to. 1945
The 1944 and 1945 f1gures are nearer regulanon
than. actual pay .
b. Average for yeai-, assummg that the increase R

to the 1947 rate took place at the . end .of September'.‘:._ : z\‘ '

1946 along with other wage increases.

c. 110/. o -

d. The annua.l pay bﬂls for each of z m.fantry
divisions in 1953, including some few c1v111anem-
ployees; 4 ' =

were 45 million and 48 m1111on

Tubles, respectively.. If 15 percent is. deducted from -

there infantry division'pay bills to allow for expendh
tures for civilian employeés.and perhaps local procure-
mernt, the 2 pay f1gures are. reduced to 38 million and -
41 m11110n rubles, respectlvely. The Table of Or-
gan1zat1on of an infantry division is aboutll, 000

men. It is assumed that these Far East divisjons _
are at full strength in view of their border locatmn. ‘
The average pay pei‘ man is thus between 3, 500 and
3,700 rubles per year. This range indicates that

the estimates of the table are conservative.
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notes to Table 3, pay b111 estimates. for a ‘{;_&"'types of military units
have been made f | The estimates
for two infantry divisjons indicate" ‘an annual per” cap1ta pay bill range
extending upward from the estn'nates of ‘the ‘t4ble ¥ { For this reason,
and because the relative pay scales for ground troops are likely to
be below those for: naval and air troops -the pay estimates.as set

forth are jud iy _ —

e o e p—y P T YT RO T A

[Assumptions concerning the Table of:.

Organization and the percent of strength greatly affect the resultmg
average per capita pay "One such calculatmn is' shown in Table 3
note d, , S LEET

R Shoe T
s

AR

A
Annual per caplta é’;cpendltures for food and clothmg are est1mated
as shown in Table 4.:* N 20 ‘

t N . - H

3 LA SUY
Per capita and total personnel costs for the Soviet armed forces
are shown in Table. 5, ¥% Because the figures. of Tables 3.and 4
are regulation pay- and’ upkeep, an arb1trary adjustment’is made
for 1944 and 1945 to 'account for'the lower quality diets and volun- '
tary loans of the military. ' An- mdex”of personnel costs’f_:' ]

f |'sho%ﬁﬁ?a"ter%angtmngwro y TIrom - -
SRS Tablé“‘lz 2

»,‘J 950 to 1954, but‘:heﬁiﬁé dul e b
REACSNERRIIS - 3. % -3 215 8 Vo3 a’ggw e urda 0w nerst

B. Maintena_nce and Oper_at;ons and M111tary Constructioh.

L . - . Liw

1

, The broad Categones of expend1tures for malntenance and
0perat1ons (discus sed’ above) cannot be estunated d1rect1y They have
been estimated in the aggregate, therefore, as a percentage of total
defense outlays on the bas1s of US practlce. I wh - "'

Soviet accountmg for mamtenance and operatmns seems to
differ from US procedure in two main respects, First, Soviet ex~
penditures for ma1nta1mng mdustr1a1 facilities and equ1pment which# %

"% Table 4 follows onp. 33. R
*% Table 5 follows on p. 34.
% P. 46, below. .
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Table 4 ...

Food and Clothmg ‘Cog_th:s Per, Caplta S e
of the Sov1et Armed Forces
1940 and 1944 55

T - 7 T Current Rubles
Year ‘ . -_Total _ .
1940 N A, <, N. A, .- 2,700¢/.-
1944 N.A., -, N.A. .. - 3,000c/.
1945 N.A., ., N.A. o 3,000 ¢/
1946 N.A., -« N.A. - 4,200 c/ .
1947 N.A. . N. A. | 6,400 c/
1948 4,400 1,200 5,600
1949 4,200 1,160 ' 5,360 )
1950 3,500 _ 1,020 4,520 s
1951 3,100 1,000 . 4,100
1952 2,800 . 1,000 3,800
1953 2,500 .. 950 .- 3,450
1954 2,500 .. 950 - . 3,450
1955 2,500 . . 950 | 3,450

a. Estimated from the estimated mili't'a'ry daily ration -
and known prices. -

b. Adjusted by:changing. average. 11fe of clothmg to 3
years from.4.and deleting personal equlpment 111/

c. Computed. from the 1948 total w1th the followmg
estimated price index from 1940 and 1944 48:" 49,

54, 54, 79, 114, 100. The figures for 1944 and 1945
are nearer prescribed standards than actual. See

Table 5, p. 34, below. : C
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Table 5  ~

Personnel Costs: of the Sov1et Armed Forces a/
1940 a.nd 1944 55 e &=

L

T Per Caplta Total
,Yeaii (Current Rubles) .(Billion Current Rubles)

194077 - 4,350 13,1

1944 "ffi 3,750b/ . 45,0 -
1945 -~ 4, 000'b/ o 40,0
19467+ " 6,500 T 39.0
1947 - 9,900 . 42.6
1948 . - 9,100 S 37.3
1949 "~ 8,860 o 36,3
1950 8,020 32,9
1951 7,600 ‘ 31.2
19527 7,300 ‘ 31.4
1953 © . 6,950 31.3
1954 - 6,950 : 30. 6
1955 " 6,950 - _ 30.6

a. Based on Tables 2 3 and 4, pp ‘30, 31 and

33, respectlvely, above. :
b. Adjusted. downward from 4, 650 rubles (the sum
of personnel costs in Tables 3 and 4), by 20 percent
in 1944 and by 10 percent in 1945, to allow for war-
time scarc1t1es. o

are held as mobilization reserves are not included in defense appro-
priations. Second, Soviet reserves and training expenditures (train-
ing in this tontext does not include regular field maneuvers) are
small and in any case probably are handled by such organizations as
DOSAAF. Besides adjustments made for these classification dif-
ferences, US allocations should be adjusted to allow for extreme
variations in expenditures on organizational equipment and supplies’

- 34 =
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”*‘. : cn o
such as furn1ture, f1xtures, ofﬁce machlnes, and spec1a.1,-purposeM
up. F1na.11y, expenditures- for ma1ntenance spares and spare ‘parts,
which properly may be con31dered as:major procurement 1tems =
also should be deducted from US‘ ‘maintenance ‘and operatlons éx-
penditures, when used for purposes of analogy w1th Sov1et expen-
ditures. : : . : = .

US maintenance and operations expenditures for the fiscal
years 1951-55 are shown in Table 6;% before and after adjustment.
They are compared with total US defense expenditures for the same
years. The total, likewise, must be ‘adjusted to correspond to
Soviet practice. In addition to the two deduct1ons above, expendl-

tures for the procurement of mob111za.t1on fac111t1es a.nd eqmpment
and for reserve components must be excluded " As-notéd above in
Section III, A and C, these classes of expend1tures are not made
from the Soviet defense appropriation. %% '

The proportion of maintenance and operations expenditures
in total US defense expénditurés declines from about 31 percent in 1951
to nearly 20 percent in 1953-55. © The high percentages in 1951 and
1952 may be explained by the reopening of military bases and a
buildup of inventories, which resulted in expenditures in excess of
annual congsumption. From Table 2, #%% it is clear there was no
similar increase in the size of the armed forces of the USSR.

Hence, these 2 years may be discarded:for purposes of comparison,
The estimate for Soviet expenditures for maintenance and opera-
tions thus is about 20 percent of the total defense allocation.

Construction expenditures by the US Department of Defense
have been as follows since 19:51», in fiscal years:

% Table 6 follows on p. 36

%% Expenditures for maintenance spares and spare parts, on the
other hand, are made from Soviet defense appropriations and have
not been subtracted from the Us total.
**% P.-30, above.
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1951
1952

1953
1954 -

1955

$0. 5 billion
$1 8 billion .
'$1..9 billion "~
$1°7 b1111on£'
$1.7 billion

el s

" As a percentage of adjusted total US defense- expenditures, these -
amounts vary from a low of 2.5 percent in 1951 to 5 percent in 1952, with
the remainder, of the values slightly in excess of 4 percent Hence a
rough est1mate for Soviet military- ‘construction is -4 percent ‘of total de-

fense expendltures.

These estlmates of Sov1et expend1tures on the mamtenance and
operation of nuhtary forces and on m111tary construction a.re used in
the following section in deriving an est1mate of expend1tures on m1htary

end items.

C. Military End Items.

s

In this section, Soviet expenditures on military end items are
estimated by subtractmg from total defense expenditures the expendi-
tures already estimated, for personnel, maintenance and ‘operations,
and construction. The resultant. est1mates are converted in turn into
a series in constant rubles for expendltures on military end items,
by means of a price. index for military end items, based on an invest- .

ment price 1ndex

In Table 7% and Table 8, ** Sov1et defense expend1tures are

totaled and distributed by major components, outlays for military end

items being determined as residuals.

* Table 7 follows on p. 38.
*% Table 8 follows on p. 39.
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Soviet Defense Expenditures, “Includin
for Militarized Security Troops

Table 7

1940 and 194455

Billion Current Rubles

o

g ‘Exgénditulje s

 Explicit

_ Militarized

Year . Appropriation 2/  Security Troops P/ Total Defense
1940 56. 8 2.0 58.8
1944  137.8 2.0 139.8
1945 12816 3.5 132.1
1946 - 73,6 6.0 79.6
1947 66. 3 8.0 74.3
1948 66. 3 8.5 74. 8
1949 79.2 8.0 87.2
1950 82.9 7.0 89.9
1951 93.9 (7.0) c/ 100.9
1952 108. 6 7.5 116,11
1953 "105.0 S (5.5) ¢f 110.5
1954 100.3d/ o (6.5) ¢/ 106. 8
1955 Clze1d/ co T (T.0Ye/ - 119.1

a. Data may be found in annual 'budget"reports of the USSR.

b. These figures are about one-third the estimated appropriation
for both the MVD and MGB. This proportion is about the propor -
tion of militarized personnel to total security personnel.

c. Parentheses indicate interpolation or extrapolation. .

d. Planned.

- 38 -
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‘Table 8

- Major 'Components of Soviet Defense Expenditures
1940 and 1944-55

Billion Current Rubles

Maintenance
, and Operations Military
Year Total 9:/ Personnel E/ and Construction £/ End Items .é/

1940 59 13 14 32
1944 140 45 30 65
1945 132 40 ' 30 62

1946 80 39 : 19 22

1947 74 43 18 13

1948 75 37 18 20

1949 87 36 21 30 2]
1950 90 . 33 22 35 -
1951 101 31 24 46

1952 116 31 e 28 57

1953 111 .31 7 ' 27 | 53

1954 107 31 _ 26 . 50

1955 119 31 29 - 59

_ - | |

a. Rounded from Table 7, p. 38, above.

b. Rounded from Table 5, p. 34, above.

c. Estimated at 24 percent of total expenditures; on the bas1s of US
analogy, as explained in the fext, .pp. 32-37, above.. Estimates'for

- Inaintenance and operations for 1944 and 1945 have been reduced from
20 percent to 18 percent of the total, in order to allow for wartime
scarcities.

d. Total expenditures minus other expenditures.

-39 - |
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There are far too few known unit prices of Soviet military end
items to permit the construction of a price index covering the past few
years. A problem inherent in price indexes of any kind involves account-
ing for quality changes. This problem would be exaggerated in an
index constructed from prices of military end items over a period.
Presumably this consideration is one argument, aside from the lack of
data, in favor of using a price index for comparable goods. In addition
to the quality or technological aspects, prices of military end items
are especially dependent on scale of output because they are seldom
produced at full capacity levels and models are so often changed. This
introduces a problem in comparing World War II and postwar defense
efforts, as noted below.

Three indexes of price movements are shown in Table 9 which
might be used in constructing a price index for Soviet military end items.

_ Table 9

Selected Soviet Price Indexes
1940 and 1945-55

(1945 = 100)
Industrial Capital Industrial Capital

Year Investment 2/ ' Equipment 2/ Trucks
1940 95 ~* N.A. 83
1945 100 100 100
1946 102 - N.A. N. A.
1947 107 N. A. © N.A,
1948 113 N. A. 111
11949 151 132 (157) b/
1950 124 ¢/ 94 c/ 111
1951 117 N. A, 107
1952 110 N. A, 96
1953 111 N. A, 92
1954 109 N. A. 90
1955 N. A. N. A. 89 ¥
a. 113/

‘b. See text p. 41, below. )
c. Average of two values for Ja.nuary and July.

.- 40 -
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The industrial capital investment index covers the price of construction
as ‘well as of the equipment installed. It is clear that construction prices
increased more from the end of the war through 1949 and declined less
in 1950 than capital equipment prices. Indeed, the 1950 construction
price index (for total investment) relative to 1945 stood at 132, and
stood at 124 for total industrial capital investment.* Because military
end items are closer in characteristics to capital equipment than to
total industrial investment, the index for industrial capital investment
would overstate the level of postwar prices relative to 1945 for military
end items. The price index for trucks, an important military end item,
gives lower values relative to 1945 than the capital investment index
from 1950. Its high value in 1949 probably represents the small number
of trucks in the sample. Prices for truck models continuously produced
from the end of the war increased more in 1949 than prices for trucks
introduced in 1947 or 1948, Hence the 1949 value may well overstate
price increases for all trucks.

In addition to the upward bias in the industrial investment
price index as a measure of armament price index, there is a more
important difficulty in its use for the early postwar years. During
World War II, prices for war goods declined considerably, according
to Voznesenskiy, whereas the price for all industrial commodities
remained relatively constant. 115/ Presumably these decreases were
the results of scale of output. “With the decrease in military output in
the early postwar years, scale econom1es may have been largely lost.
As a result, armament prices probably increased at higher rates than
investment goods at least until 1948,

In Table 10%* it is assumed that the gap between armament
- prices and investment prices had been closed by 1948. There may

* It is interesting to note the close correspondence between the prices
of military construction and total construction. With 1945 as a base,
the price index for military construction in 1950 was 135. 114/

*% Table 10 follows on p. 42,

- 4] -
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Table 10

Estimated Soviet Armament Price Index
1940 and 1944-55

(1951 = 100)

‘ Estimated
Year _ Armament Price Index 2/
11940 - 81
1944 49 b/
1945 o (61) ¢/
1946 (73) ¢/
1947 (85) ¢/
1948 . 97 ¢/
1949 129 T
. 1950 106
1951 o 100
1952 ) 94
1953 : .95
1954 , 93
1955 o 93

a. From the index for capital investment
in Table 9, p. 40; above® with the exception
of adjustments. ' The base.year was changed
from 1945 to 1951 because the value for
1945 is interpolated.

'b. This figure is estimated from "/
Voznesenskiy, who noted that the price

of war goods in 1942 was 72 percent of
prewar levels and that cost reductions in
machine building accumulated to about

40 percent of 1940 costs by the end of

1943, 116/

c. Parentheses indicate interpolation.

- 42 -
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still be a slight upward bias in the estimated armament price index
because of its inclusion of capital construction.

A check on the importance of the bias in the price index --
particularly for the years 1949 and 1950, when price changes were
great -- may be made by using a rough capital equipment index
based on the values of Table 5% and filled in for unavailable years by
assuming parallel movements with the capital investment index and
by interpolating 1946 and 1947. The resulting index, with the
Voznesenskiy figure for 1944, is as follows for 1940 and 1944-55
(1951 = 100): 108, 65, 77, 89, 102, 115, 154, 106, 100, 95, 96, 94,
94. The figure for aggregate production in 1946-55 obtained by using
this index is 4 percent less than that obtained by using the index in
Table 10. If the war years 1944-45 are added, the difference becomes
11 percent. This result emphasizes the different relation between
given prewar and postwar price levels by the two indexes.

Table 11%* shows expenditures, in constant rubles, on
military end items to be at a postwar peak in 1955, about 3 percent
higher than expenditures in 1952 and about one-half the highest war-
time levels. The index figures for real outlays on military end
items of Table 11 should be considered with different degrees of
certainty because of the wartime and peacetime divergence of
indexes for military end items and other goods. The values for the
years from 1948 to 1955 are thus mome reliable than the values for
1940 and 1944 to 1946. The values from 1950 to 1955 are the most
reliable in this sense.-

V. Compara.tive Measures of Soviet Defense Expenditures:.

A. US and Soviet Armament Expenditures.

‘International comparisons of expenditures for military
equipment presuppose currency exchange ratios for the monetary
units as spent for armament. | |

¥ P. 34, above.
*% Table 11 follows on p. 44.
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Table 11

Soviet Expenditures for Military End Items
1940 and 1944-55

Outlays a/ Index
Year (Billion 1951 Rubles) (1951 = 100)

1940 : 40 - 87

1944 133 289

1945 102 . © 222

1946 ‘ 30 65

1947 15 33

1948 21 ' 46

1949 23 50

1950 33 72 o
1951 46 100 , _ o
1952 | 61 - 133 | ‘

1953 56 122

1954 54 .17

1955 63 137

a. -From‘ Tables 7 and 10, pp. 38 and 42,
respectively, above. 8

| | The prices given:are
compared with estimates of the dollar cost of the items on the
assumption of production by US manufacturers. The resulting ratio
is between 5 and 7 rubles per dollar and seems to be appropriate

for 1951. By means of those ratios, Soviet outlays are converted

to constant dollars and presented below. The results are checked
against independently estimated aggregate dollar costs of expected
productmn of Soviet military equipment.

The accuracy of the expression of the Soviet military program
in dollars depends in large. measure on the dollar cost estimates of

~ 44 =
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Soviet equipment. To the extent that these estimates do not reflect
all resource costs, the resulting dollar value of the Soviet program
is understated. This bias is related to the pricing procedures in
the US military program. These prices sometimes may not reflect
all US costs, because the Department of Defense provides equipment
which is unique to the production of a particular piece of armament
without charge to the manufacturer. Yet, in the final analysis, the
Department attempts to include these expenditures in the complete
price of the item in question. These prices, which serve as the
basis for the dollar cost estimates of the Soviet equipment, are
probably complete in most cases and tend only slightly to understate .
the Soviet armament program. o

The few available examples of ruble prices for Soviet mili-
tary equipment or items of a similar nature are shown in Table 12. *
These prices; when compared with their estimated dollar costs,
show ruble-dollar ratios ranging from less than 4 to 1 to more than
8 to 1. The largest items fall within a range of about 5 to 1 to 7 to P
1. These ratios are somewhat below ratios for other Soviet fabri- S
cated metal products; which range from 7.5 to 1 t6 9.9 to 1..117/
These results suggest that the Soviet armament ruble is worth 40
to 50 percent more, as measured in dollars, than the ruble spent
for fabricated metal products.

In Table 13%¥ the values for~Soviet military end items
in constant rubles (given in Table 11) are converted to dollars
by means of the ruble-dollar ratios of 5 to. 1 and 7 to 1. These
ruble -dollar ratios are assumed to apply in 1951, and resulting
dollar amounts are thus in 1951 dollars. The dollar estimates
may be compared in 1944, 1952, and 1953 with dollar estimates
independently derived. The independent estimates, also given in
Table13, are based on previous estimates of Soviet armament pro-
duction, -in physical units, multiplied by estimated dollar costs.
The independent estimates for 1952 and 1953 are roughly US'$10
billion, whereas the residual estimates derived in the present¥**

% Table 12 follows on p. 46.
%% Table 13 follows on p. 47.
*%% Continued on p. 48.
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Table 12

Ruble and Dollar Prices for Selected Items
of Soviet Military Equipment

_  US Price o
Soviet Price of Compar'able"'Itemsl Ruble -Dollar
Item (Rubles) ' (Dollars) o Ratio
Carbine (7. 92-mm) : 297 3/ 60 to 80 E/ : 2,.7t05.0:1
Cartridge (7. 92:mm, ‘ _
per thousand) 460 a/ 55 to 100 b/ 4.6t0 8.4 :1
150-hp tug (per hp) 4,210 ¢/ 500 to 600 d/ 7.0t0 7.7 :
Trucks
GAZ-51 15,000 to 16,000 e/ 3,000 to 3,500 £/ 4.5 ¢t0 5.3 : .
GAZ-63 19,000 to 20, 000 e/ 3,700 g/ 5.1t0 5.4 : 1 =g
GAZ-67 : 11,000 to 12, 000 e/ 1,850.h/ 5.9to0 6.5 :1
Aircraft
MIG-15 airframe 865,000i/ 112,900 to 168,000 j/ 5.2 to 7.7 : 1
Li-2 700, 000 5/ . _ 124,000 1_/ . 5.6 :1
Li-2 : 741,000 m/ © 141,000 n/ 5.3:1
Retail price for sporting equipment in 1954, 118/
Sporting and army items in 1954. 119/
Probable price given in inventory in 1954. 120/

Mid-1953 price. 121/ _ :

. Price range in 1953 for GMC and Dodge trucks of similar types.
Price in 1953 for 2 Marmoa:Herrington'truck of similar type.
Price in 1953 of a similar type of jeep.

Airframe price in June 1950. 122/
Estimated dollar cost of similar airframe in 1950 prices.
Price in August 1947. 123/

. Estimated dollar cost (-)f_C-'47-ty-pe aircraft in 1947 prices.

.. Price in June 1950. 124/

. Estimated dollar cost of C-47-type aircraft in 1950 prices.

a.
b.
c.
d. Price in 1954,

e
f
g
h
i
J
k
1

m
n
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Table 13

Dollar Value of Soviet Military End Items
1940 and 1944-55

. Billion 1951 US_$

Independent
Year Lower Limit 2/ Upper Limit b/ Estimates </

1940
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955

2
>

‘18

.

p—
‘ TN
NSO N0 u®

O O OOV WWhhEr OO O

»

.
.

222222

12
11
11
13

o
o 2

-~

L I Y
)

Z 2

a. Values of Table 11,:p, 44, above,: converted at'a 7:1
ruble-dollar ratio. _

b. Values of Table 11, p. 44, above,jconverted at a 5:1
ruble-dollar ratio. '

c. Converted from 1945 dollars by the Bureau of Labor
Statistics price index for machinery and motive
products. 125/

- 47 =

TOP SECRET




TOP SECRET |

report vary from US $9 billion to US $12 billion in 1952 and from
US $8 billion to US $11 billion in 1953. Given the range of error
in both types of estimate, this close correspondence must be more
the result of counterbalancing errors than of accuracy of estimates
of military production or procedures used in the budget analysis.
The correspondence in 1944 is not so close, for the independent
estimate falls below the range set by the budget analysis. This
overstatement of the budget data, however, may be related to the
assumption of a constant ruble-dollar ratio, aside from price
changes, for the postwar period. Soviet postwar -advances in pro--
ductive efficiency may well have exceeded those of the US, and a’
ruble-dollar ratio appropriate for 1951 and later years, therefore,
may be too low for 1944,

In summary, the correspondence between the two sets of _
_ estimates should be interpreted as slight confirmation of the ag-~
gregate magnitude of Soviet spending on military end items but not
as proof that present output estimates or budget analyses are
correct, *

In Table 14j%* US and Soviet expenditures for military end
items are compared for the postwar period. In 1951 prices, Soviet
expenditures from 1946 to 1955 total from US $60 billion to US $80

billion, whereas US expenditures have exceéded US $90 billion. ‘The

distribution over the period shows Soviet outlays exceeding US
outlays on the average up to about 1951%* From that year on, US
spending has greatly exceeded that of the USSR, so that, for the
whole period, .US putlays haveé been 10 to 50 percent greater than”
those of the USSR.

B. Soviet Defense Expenditures and National Product.

As a component of national product, defense expenditures
must be expressed in such a way that they represent the proportion

* By the same token, it is not confirm'a.tibn of the estimates of
dollar cost per unit, which are judged to be conservative.
#% Table 14 follows on p. 49.
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Table 14

US and Soviet Expenditures for Military End Items

1946-55 :
Billion 1951 US $
Year 2/ us b/ uUssr &/
1946} o {4 to 6
1947 2to 3
1948 2.44d/ 3to 4
1949 2.9d/ 3to5 -
1950 3.3d/ 5 tos 7
1951 5.4 7to9
1952 15.5 9 to 12
1953 19.6 8 to 11
1954 17.6 8 to 11
1955 16.1e/ . 9to 13 ey
Total 2 60 to 80

a. For the US, the fiscal year; for the USSR, the
calendar year. '

b. Adjusted to 1951 prices by the Bureau of
Labor Statistics price index for machinery and
motive products. 126/ The US data are not com-
parable to those of source 127/. These data are
expenditures for military éa-\;i-pment, whereas
the data of the other report are dollar values of
deliveries of military equipment, which statiss
tically have led expenditures in this period.

c. From Table 13, p. 47, above. -

d. Anticipated expenditures. 128/

e. Anticipated.expenditures. -

~ 49 -
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of total economic resources used for military purposes. The services
of military personnel in this respect should reflect what these individ-
uals would receive in alternative employments, which may not corre=
spond to military pay-and allowances. Hence for this purpose it is con-
venient to consider defense expenditures in two components: (1) arma-
ment and (2) all .others, including personnel. The predominant portion
of the latter class of expenditures is for personnel, both military and
civilian. Because of this predominance, an annual increment of 2
percent is allowed in the second category to account for productivity
increases,-=.that js, in alternative employmeénts.’ The results ‘of these
calculations are shown'in Table 15 as indexes. -

Table 15

Indexes in Constant Prices
of Soviet Defense Expenditures a/
1948-55 '

(1953 = 100)

Personnel
Year Armament and All Other Total

1948 38 90 - - 64

1949 42 « 92 67

1950 - 59 - 94 77
1951 82 .96 -89
1952 109 98 =104

1953 100 100 100

1954 96 - 102 - 99"

1955 113 ) 104 - 109

a. The basis of this twofold breakdown

is given in another report, 129/ together
with a'discussion of other possible break-
downs. The only difference between the
two calculations is for armament in the
last year. The value in this table is from
Table 13, p. 47, above, based on’'planned
budget allocations. The figure in theé other
report is based on estimates. of output.

- 50 -
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APPENDIX A

ORGANIZATION OF THE SOVIET MINISTRY OF DEFENSE

1. General Organization. *

Early in 1946 the People's Commissariat of Defense and the
People's Commissariat of the Naval Fleet were consolidated into
the Ministry of the Armed Forces. " This ministry was split on 25
February 1950, and the Military Ministry and the Naval Ministry
were formed. Under the March 1953 reorganization, these minis-
tries were recombined into the present Union Ministry of Defense.
Despite these changes, the Soviet military establishment has, with
few exceptions, remained basically the same. ** )

During and between the reorganizations the bulk of the adminis- . =5
trative changes consisted of splits, mergers, or transfers of or-
ganizations within the military establishment. For example, the
Chief Inspectorate of the Armed Forces, which was a staff attached
to the Ministry of the Armed Forces (1946 to Febrdary 1950), was
split into a Chief Inspectorate of the Soviet Army and a Chief In-
spectorate of the Naval Forces in February 1950 -+~ that'is, at the
time of the formation of the Military amd Naval Ministries. With
the March 1953 reorganization and the re-creation of the unified
ministry, the Chief Inspectorate once again came under central
ministerial control. : '

Changes affecting more than the intraministerial organization
of the military establishment took place in two fields; construction
and civil aviation. The most important instance of the transfer of

“:. Information on general organization is in large part from 4:|
| l. 130/ To avoid repetition, footnotes are used only

to denote material from other sources.

**% See Figure 1, following p. 52.
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an organization from the military establishment is that of the Chief
Directorate of the Civil Air Fleet, which was shifted to the Council of
Ministers, probably in early 1950. The armed forces had taken con-
trol over the Civil Air Fleet at the beginning of World War II, and
such control had increased gradually to the point that in 1948 the Chief
Directorate of the Civil Air Fleet was made, by formal decree; a part
of the Ministry of the Armed Forcess -Although it is fairly well estab- '
lished that the Civil Air Fleet is presently subordinate to the Council
of Ministers, the exact time of such transfer is not known. It was
probably at the time of the reorganization in early 1950. El/

The Soviet military establishment over the past 10 years apparently
has become responsible for some construction work previously done -
by outside organizations. This conclusion is drawn from a comparison
of the organization of the present ministry with that of the Ministry of the
Armed Forces in 1946. At that time the Ministry of the Armed Forces
did not have any directorates for military or naval construction. Early
in the same year the People's Commissariat of the Construction of
Military and Naval Enterprises was formed out of ""the Chief Directorate
of Military-Industrial Construction attached to the Council of People's
Commissariats, construction organizations of the People's Com-
missariat of Construction and NKVD, .SSSR. " 132/ | |

P

[ 134/ ChieY Directorates of Military Gon-

struction and of Naval Construction were established within the Minis-
try of the Armed Forces in 1947 and 1948, respectively. 135/ On 9
March 1949, a decree of the Presidium of the Supreme Soviet consoli- -
dated the Ministry of the Construction of Military and Naval Enterprises,
and the Chief Birectorate of the Censtriuction of Machine Building
Enterprises (attached to the Council of Ministers) into a Ministry of the
Construction of Machine Building Enterprises. 136/ A survey of

' |the ministry from 1949 to 1953 reflects
10 evidence ol milifary construction or of any organizations with

names suggesting that such construction is carried on. This negative
evidence appears to support the contention that the military establish-
ment took over much of the construction work formerly done ‘by the

- 52 -

TOP RECRET




RET

TOP S

Figure 1

G601 668¥1

Kieni Jo)

10 9je10}2110 JOI)

[ediiiod Jo14) ajei0p811Q JOI49

yeIs |essua)

r|'l|||

°
asuajaQ Jo AnsiIn

vsél

3SN343a@ 30 AUISINIW 13IA0S IH1 10 NOILVZINVOYO

Dsuoneziuedig *$30104 pawuly Jo ANSIUlN 3y} Jo 1eay ay} 0} ajeutpiogns 3q 0} umouy )
3u1 hs.aso 'Sem 8je10j0a.1q Supiajsend) ay| °ssjerojdalip snowouojne aq o) gdnoy) $30104 |BABN e
.E_u 1661 fuudy i Awuy 191A08 Y} JO N0 passajsuel)-pue pajeudisapay i
ﬁl " uoranAsuo) . ‘AiaAndadsas ‘gys1 Pue zy61 uipaeasy -y
10} [aUU0SIAY 'S,0¥61 9je] ut 1eay ayy 0) ajeupiogns A|qissod -3
10 31J03341Q ) "£G6T Yosely ut pauinjas Ing ‘06T A1eniqad ul Ansiuiw sjesedas awedsg  j
~ 'gG6T Menige4 ) Aiqeqoid ‘ino pauajsues) ‘e .
D aesopang Ay J91A0g 9y} 3wodaq 0} OG6T Alenigaj u padlaN P
] Buuayzen) ‘suofjezuedio apIsIno 0} SI uoljeulpiogns [eay “Ajud uosiel) 3s0ly "o
‘pajeald aiam $32304 [eABN 3L} Jo pue
DY R Awiy 191408 8y} Jo SYBIS [B18UAY By} UaYM G6T Mieniqa] ul paysijoqy ‘g
| |eiads Jo ‘Juawfysijqesa Asejjiw 3y} Jo Sjuauodiiod JaLjo 0} PaYjIys 1o
91840302110 314D JUBWYSIIGRISS AZB)I|iw Y} JO INO PALI3JSUBI} 1M YIIUM QPET Ul $30104
pawiy Jo Asiugy ayy Jo sjusuodwod Juasaidal saxoq Jno-passosd ayj ‘e
4 U01joNI}su0Y v
b=t [BABN JO
8)eJ0joalig Jaiyd ‘
Y UOIINASUC) <
- BN JO f
81e40303J1Q Jaly)
3 a]es0302.11g ajel030911Q fnuno) ay} jo uoijeIAyY sdooi) .
=]  SWiNSL pajouLy jaIy) KsIuy o) teay asujeq 1y aBuey 3uoy uipuey Ny Kwsy 191805 e
7 ajeiojeinsorg sjeunquy Keyw 81e10joalIq - [oUv0813 40 ajesopadsu) oy Y




TOP SEERET

.Ministry of the Construction of Military and Naval:Enterprises. Fur-
thermore, some personalities connected with this ministry later became
associated with the newly created chief construction directorates within
the military establishment.

The most important changes within the military establishment over
the past 10 years have been the following: (1) the establishment of a
separate naval ministry and its dissolution 3 years: later, (2) the
creation of the Soviet Army, and (3) the elevation in status of certain
organizations connected with construction.

On 25 February 1950 the naval forces were taken out of the Minis-
try of the Armed Forces and constituted as a separate naval ministry.
Although the structure of the naval forces remained basically the
same, a General Staff of the Naval Forces came into being, and the
activities of the Rear of the Naval Forces expanded to include more
than its previous responsibility for specialized naval supply. This
division into two ministries also resulted in the division of other organs S
(inspectorates, military tribunals, military procuratorate, personnel T
directorate,and political directorate) as well as the General Staff, Each
of these was divided into two separate organs -- one for the Soviet
Army, the other for the maval forces.. All were reconstituted as
central organizations in March 1953.

Another consequence of the Febrdary 1950 reorganization was
the official birth of the Soviet Army. It was the result of the consoli-
dation of the Ground Troops of the Armed Forces; the Artillery of
the Armed Forces, the Armored and Mechanized Troops of the Armed
Forces, and the Air Forces of the Armed Forces into one entity.

From an organizational point of view, the responsibility of the
military establishments for construction has grown since World
War II. | |

|
but it is now believed to have .a higher status In April
TY5U the Directorate of Defense Construction of the Soviet Army was
redesignated the Chief Directorate of Special Construction and made
directly subordinate to the Military Ministry. Since March 1953 it~
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has been subordinate to the Ministrir of Defense. It is also probable
that a Quartering Directorate and a Directorate of Personnel for
Construction and Quartering Organizations are now under the Minis-
try of Defense rather than at an intermediate echelon. 138/ Most

of the construction and quartering activities of the ,milifa—t:-r-‘-y estab-
lishment, at least since March 1953, have been put under the super-
vision of a Deputy Minister of Defense for Construction. ‘The Chief
Directorate of Naval Construction, however, may be subordinate to
the Deputy Commander in Chief, Naval Forces; for Shore Construc-
tion, 139/ but it also is possible that it may be under the Deputy.
Minister of Defense for Construction. . LT

2. Command Organization.

Command of the military establishment resides in the Minister
of Defense. He is assisted by a number of deputy ministers; some
of whom also direct particular components of the ministry, 140/

The over-all planning and coordination within the ministry is carried
out by the General Staff of the Soviet Army and Navy. 141/ In
addition, each major component has a staff. These latter staffs are .,
assumed to be primarily administrative in support of General Staff
policies, inasmuch as m.’bst of these major components do not exer-
cise operational control over field units.

Field command within the USSR is vested in the 20 military ‘
districts. Outside the USSR, for vexamBie,- in Eastern Europe; r.nili}'—'
tary command is exercised generally through entities designated as- °
groups of forces. The commander-in-chief of each military district
or group of forces has a full staff and is in chagge’of all military units.
operating within his area, with the exception of some units, such as
Long-Range Aviation.” In genefal; these spécific components at the
ministry in Moscow only coordinate, advise, and assist in technical
matters and do not perform command functions. .The fact that the
Ministry of Defense is officially a union-republic ministry in no way
interferes with the direct command by the ministry in Moscow. through
the military districts and groups of forces. The task of the republic
ministries (of defense), if such ministries do exist, would be nomi-
nal, ﬁ/ ' : ' '

A
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Military command of the waters and naval installations of the USSR
is conducted through a system of geographic districts called fleets or
flotillas, depending on their size. These function in the same manner
as the military districts, the jurisdictions being mutually exclusive. 143/

Military districts are in turn divided into military commissariats;
whose functions include maintaining plans for the local mobilization of
personnel and transportation facilities; keeping records on persons
subject to military service; calling up new recruits and reserves;
conducting medical examinations, paying pensions, training some pre-
inductees, and coordinating mobilization activities with the local civilian
authorities. 144/ Even though the military commissariat is not a com-
mand function, it has sufficient duties to employ 31, 000 workers, in-
cluding over 12, 000 officers (according to an unpublished estimate).
Military commissariats seem to be present at all levels of the adminis-
trative territorial structure of the USSR.

The components of the Ministry of Defense may be divided into five BBS
general categories; based on the following primary functions*: combat, -
logistics; construction; personnel, and control. This categorization
facilitates the explanation of the ministry's activities. ‘These general
classifications should not suggest rigidity. In some cases, a particu-
lar component performs, in one degree or another, all of the functions
enumerated above. This report does not deal systematically with all
these components. It emphasizes theacomponents dealing with logistics
and construction; although the predeminance of the combat components
cannot be overstated -- all other organizations exist for their use.

3. Combat Organizations.

The combat organizations of the Soviet Ministry of Defense reflect
a strikingly similar pattern in staff and headquarters organs. Each
has a staff, a rear services directorate; a political directorate; an
inspectorate, a training directorate; and a PVO (Antiaircraft Defense)
component. In addition, each has many subordinate components with
duties peculiar to the particular combat organization.

% See Figure 2, following p. 56.
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a. Soviet Army,

The Soviet Army, aside from the staff and headquarters com- -
ponents mentioned above; consists of the Infantry (Ground) Artillery,
Armored and Mechanized Troops; Communication Troops, Engineer
Troops, Chemical Troops:. Air Forces, . and possibly the Cavalry. 145/
There is no evidence toncerning the subordination of the
other combat organizations (Air Defense of the Country, Long- Range
Aviation, and the Air-Landing Troops) to the Soviet Army 146/ con-
sequently their autonomous status is assumed, although the Ai A1r Land1ng
Troops may we11 be a part of the Soviet Army. ‘

i

_ Each of these operational components of the Soviet Army has
its own staff and numerous service directorates, and in some instances
there are specialized supply organizations (for instance, the Directorate
~ of Engineering Equipment and Supply of the Engineer Troops). 147/
‘The Communications Troops have a Directorate of Equipment and
Supply that is responsible for the procurement and distribution of
communications equipment for Soviet ground forces and, ‘in certain
cases, for the air forces.. 148/ Although this function is carried
out through representatives at the plants producing communications
equipment, the payment is probably handled by the .directorate in
Moscow.. 149/ The directorate also has control over: the distribution.
of communications equipment to the military districts, where stocks
of such equipment are kept on hand in the military depots. 150/

Where the situation warrants, each Sov1et Army component probably
contains a similar special supply organization which cooperates with
the Rear of the Ministry of Defense;-although it is not a part of that
organization, 151/

A h1erarchy of rear service organizations exists within each
component of the Soviet Army. Most reports assume that they are a
part of the Rear of the Ministry, but this is a limited and functional,
rather than complete and exclusive, subordination.

‘The Air Forces of the Soviet Army is a tactical air arm
containing about 60 percent of all Soviet military aircraft. 152/ The
air arms outside the Soviet Army are Long-Range Aviation, Fi Fighter
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Aviation of the Air Defense of the Country, Aviation of the Air‘Land-
ing Troops; and Aviation of the Naval Forces. 153/

An indication of the duties of the Air Forces of the Soviet
Army can be gathered from the designations of the operational
directorates -- as; for example, ground aid to navigation, attack
aviation, reconnaissance and artillery spotting, navigation, fighter
aviation, bombardment aviation, transport and aux111ary, and
aviation dispatcher service. 154/

As in other combat components; the Rear of the Air Forces
handles only specialized supply. 155/ Relations with industry are
conducted by a Directorate of Aviation Technical Service of the Rear
and an autonomous Air Engineering Service. The latter is concerned
with quality control, acceptances; new designs; and so on, whereas
the former. is interested mainly in the distribution of aircraft, spare
parts, and equipment to the units. 156/

b.. Soviet Naval Forces.

The most important parts of the Soviet Naval Forces; with
the exception of the operational forces (including naval aviation;
coastal defense; and PVO elements; among others), appear to be the
Rear and other procurement organizations: In the latter category
fall a series of directorates, groupeditinder a Deputy Supreme Com-
.mander of Naval Forces for Ship Construction and Armament, 157/
They include the Directorate of Sh1pbu11d1ng, 158/ the Chief. Te-c_ﬁr-ncal
Directorate, 159/ the Artﬂlery Directorate, 160/ the Directorate of
Mines and: Torpedoes, '161/ and the Radar. Directqrate. 162/ These di-
rectorates maintain contact with the’ producers of sh1ps,~o_rdnance,
and other equipment. Although details of the interrelationships are
not clear, it is known that each directorate has authorized agents
(military representatives) at the relevant enterprises who exercise
much control, especially through their anthority to accept or reject
- a product.

"The Rear of the Naval Forces handles special supply func-
tions, whereas the Rear of the Ministry of Defense carries out general
supply of the naval forces..163/"
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c. Long-Range Aviation,.

As stated previously, Long-Range Aviation -- the functional
equivalent of the US Strategic Air Command -- appears to be an
autonomous component of the Ministry of Defense and is independent
of the military district system. Its organizational structure is prob-
ably similar to the Air Forces of the Soviet Army, 164/ but it is
quite possible that Long-Range Aviation utilizes some ne of the organ1za-
tion and, undoubtedly, many of the facilities of the Air Forces of the
Soviet Army. 165/ Furthermore, no procurement organizations -
like the Air Engineering Service and the Directorate of Aviation
Technical Service have been mentioned ’

d. - Air Defense of the Country.

Air defense elements exist in every component of the Minis-
try of Defense. . The operations of the Air Defense of the Country
(Protivovozdushnaya Oborona Strany ~- PVO Strany) thus are not
always organizationally unique. PVO Strany is responsible for
active air defense, which includes antiaircraft artillery; fighter
aviation; and air observation, warning, and communications. 166/
Air Defense-of the Country has a headquarters staff for general pohcy-
making which is serviced by a system of PVO regions. which appear
to operate apart from the military districts. 167/ There is some
evidence, however, that the PVO dist'r\i;,ts are for information and
coordination purposes and that the military districts may exercise
actual command over the air defense elements. 168/ The precise
nature of operational control for air defense is unknown. Although
little is known about the procurement supply of items specifically
designed for air defense use, existing channels are probably re-
sorted -to == for instance, the artillery supply directorates provide
weapons and ammunition; the procurement organs of the Air Forces
of the Soviet Army provide aircraft; and the rear services organi-
zations maintain a multitude of services. 169/

e. Air Landing Troops.

: The function of this organization is self-explanatory, but
the internal organization is obscure. These troops maintain their
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own staff and headquarters directorates, which work through the mili-
tary districts. . The most important activities are in all probability
those dealing with personnel and the servicing and procuring of air-
craft. 170/ Whether this component has its own procurement direc-
torate-is not known.

4. Logisticpl Organization.

Many organizations within the Ministry of Defense carry out the
procurement, storage,  and allocation of goods for the Soviet military
‘establishment. Each organization maintains direct contact with the
economic ministries and enterprises producing goods for military
consumption. At the enterprises, military represéentatives of the
various logistical organizations accept the finished product, arrange
for shipment, and perform a multitude of miscellaneous duties., 1 -

The goods us ually are sh1pped to m111tary depots, presumably those
subordinate to the relevant logistical organization. A recentl?l
report lists almost 600 identified military bases and depots in the
USSR. 172/

Shipment, storage, and issuance of these supplies is facﬂitated
by subordinate logistical organization¥ at the military district level.

a. Rear.,

The Rear of the Ministry of Defense is responsible for pro-
curing, stockpiling, and allocating to the military establishment all
general ‘supplies and for performing many general services necessary
for conducting operations. 173/ Some idea of the functions of the
Rear may be obtained from a listing of some of the identified sub-
ordinate, functional organizations: the Chief Quartermaster '
(Intendance) Directorate, the Military Medical Directorate, the
Automotive Directorate; the Directorate of Fuel Supply; the Veteri-
nary Directorate, the Management Directorate; and the Finance
Directorate. 174/
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Contrary to general opinion, the Chief Directorate of Mili-
‘tary Trade (Glavvoyentorg) has been a part of the Ministry of Trade,
at least since.1940. 177/ This organization provides military per-
sonnel -- for a price -+ with restaurant, barber, tailoring, and other
services beyond the minimum furnished by the Ministry of Defense. 178/

A further breakdown of the Chlef Quartermaster Directorate
reflects two very important organs: the Directorate of Food Supplies
and the Directorate of Clothing and Equipment Supplies. 179_/

Where necessary, each of these directorates of the Rear
appear§ to have an account number in the Budget Section of Gosbank,
through which funds are allocated for designated purposes. 180/ The
Finance-Directorate of the Rear apparently supervises, coordmates,
-and has ultimate responsibility for. the financial activities of these and
other organizations of the Rear:_ 181/

_‘The Financial Department 'of the Management Directorate of
the Rear finances all Ministry of DefeMe military representatives at
the various economic enterprises. Financing extends to salaries;

travel: allowances per diem payments, clerical expenses, and so:on,
huj it does mat, im:hxde purchases‘ of €ngd: products._ 182/

Smce the f1nanc1al accountmg of the M1mstry of Defehse
must be centralized at some point, the Finance Directorate’of the.
Rear is the logical organization to perform such a task. EE‘h:F‘“:l

many components outside the Rear resort to i-
nance Directorate for advice.and instructions. }83‘{ In fact,
reflect the interest of the d1rectorate in financing m111ta,ry
constructmn by orgamzatmns outside the mestry of Defense. 184/
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The hierarchy of finance organizations culminating in the
Finance Directorate of the Rear also processes the periodic requisi-
tions of funds and credits by the military units and arranges that
‘such funds and credits are put at the disposal of the military units: :Lg)'/

Each chief directorate and directorate of the Rear has its
own system of depots and bases. 186/ | |
|‘_“_‘_|that the military establishment, in some instances;
may utilize bases of the Central Unidn of Consumer's Societies for
storage and/or distribution. 187/ '

b. Chief Artillery Directorate.

Besides the Rear, the Ministry of Defense contains two
other autonomous logistical organizations; the Chiéf Artillery- ’
Directorate and the Chief Armored Directorate. The former is
responsible for "stocking items of artillery supply, that is, ammuni-
tion; field pieces; machine guns; optics, and so on; stockpiling
reserves of artillery supply; and distribution of items of artillery
supply to military units through its bases and depots.! 188/ Care
should be taken not to confuse this organization with the Artillery
of the Soviet Army. The important directorates of the Chief
Artillery Directorate appear to be the ] | Direc~
torate, |—| t| [prob‘ab‘ly
concerned with construction of storage*bases), the Directorate of
Repair and Supply of Artillery Forces 191/ (probably oversees or
coordinates work done for the Artillery of the Soviet Army), and
the |Directorate. [ | As the title indicates;
the Iast named organization has an important function. Whether
it is concerned with operational planning in addition to financial
- planning is not readily discerned, but the latter function seems
more likely. 193/ Payments for production apparently are handled
in Moscow, 1947 presumably through, or with the knowledge of,
the Financé Directorate of thé Rear. .
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‘c. -Chief Armored Directorate.

J | a third autonomous logis~-
tical organization -- the Chief Armored Directorate -- is responsible
nfor the supply and distribution of armored vehicles and related equip-
ment to the armed forces." 195/ This directorate should not be con-

fused with the -Armored -and Mechanized Troops of the Soviet Army.
Although the organizational structure and the duties are not spelled
out, one activity of the Chief Armored Directorate is to supérvise»

the repair of armored vehicles at its own military bases. Procure-
ment of necessary spare parts accompanies this responsibility. 196/
‘suggest that this organization might procure
armored vehicles and related equipment. 197/ :

d. Other Logistical Organizations.

Besides the logistical organizations attached directly to" '
the Ministry of Defense; others are located within each combat ’
component. . Rear organizations of each component handle. procure- '
‘ment, storage, and allocation peculiar to the particular arm, where-
as special:supply directorates handle special equipment. 198/ All
these organs presumably work with their. own finance departments v
the Finance Directorate of the Rear assuming the role of coordinator

and general superviser. 199/ o

5. Construction.. -

a. Directorate of Military Construction.

: The D1rectorate of Mﬂ1tary Construction was created
in early 1947 and took over the construction functions of the d1s-
solved Chief Directorate of Construction and Quartering of the .
Rear, as well as some of the activities of the Ministry of the Construc-

Aany /

tion of Military and Naval Enterprises. 200/ { |

Avata ne 2 ravmnlaw
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Construction under its jurisdictidbn would include quarters;
shelters for equipment, and storage depets. Supplementary informa-
tion shows that this directorate was concerned in some degree with the
construction of a school for the Ministry of Education 202/ ; refrigerator
plants for the meat industry 203/; a stadium for the city of Voro-

shilov 204/; | |

and, pessibly; a civil air construction project 206/ The Prombank
(Industrial Bank) plays a maJor part in the handhng of finances for

this construction. 207/

b. Chief Naval Construction Directorate..

The Chief Naval Construction Directorate came into existence
in 1948 and, along with the Chief Military Construction Directorate;
took over some of the functions of the Ministry of the Construction of
Military and Naval Enterprises. 208/ This directorate has handled
a variety of construction activitie_s—v,—including coastal défense works;
harbor installations, defense batteries, naval barracks.and arsenals, .
a power station, a cement factory, and construction for a military
trade outlet. 209/ 'Responsibility for coordinating all naval construc- -
tion activity appears to reside in the Chief Naval Construction Dlrec-
_torate. 210/ '

c. Central Direc_tbra.t‘t; of Capital Airfield Construction.
. )
‘The Central Directorate of Capital Airfield Construction

»--(known as TsUKAS) at the present time is apparently an autonomous
organization of the Ministry of Defense. 211/ There is a suggestion,
that before 1946.the Ministry of Iitérnal Affairs contaired Chief -
Directorates of Airdome Construction and Defense Construction
(which were transferred out of the miinistry after World War II). 212/

- 63 -

TOP SECRET




It is believed that the subordinate organizations of TsUKAS
**are an integral part of all the fleets and military districts; recelvmg
their direction, technical control, and finance from the Gentral
Directorate -- but operationally subordinate'’ to the commander of’
the military district or fleet., 214/ Financing of construction is
carried out threugh the Prombank. '215/

A relat1onsh1p with the Chief Directorate of Highways of the L

MVD might still exist. Co-location of construction units of the
separate organizations is commonplace; and there have been trans-
fers between them of road-building organizations or equipment for
airfield construction units. 216/ .

d. Chief Directorate of Special Construction.

The Chief Directorate of Special Construction was created
in April 1951, from the Directorate of Defense Construction of the

Soviet Army and subordinated directly to the Military Ministry. 217 / ,

The change of name suggests that the construction activity is.of an '

2 .a e 2 s 2 - 2

unusual or sensitive type, i |

Iﬁ airfield construction, [ communica-
- 5 hd the. Chief Directorate of the Northern

Sea Route. 222/

[}

Although at one time the Chief Directorate of Special Con-
struction and its predecessor may have directed and coordinated
certain construction independently of the military districts; it is
now believed that the regular military district system is utilized.’

- There is no reason to surmise that financing is carried out in any
extraordinary manner:

e. Quartering Directorate.

.lt
1s probable that the Quartering Directorate is now an mdependent

organization of the Ministry of Defense 224/ L1y i1
| -Zc;»w;e s
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include the provision of firewood, water supply and firefighting equip-
ment, the estimation of neecessary living space, and the coordination
and checking of barracks construction. 226/

—

It is known that the Directorate ol Special Construction of the Thiel
Directorate of the Northern Sea Route has done work for the Qua‘rteri’ng'
Directorate. 228/ | the completion of "'heated
and refrigerated warehouses. 2297

LN
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APPENDIX B

AL'I‘ERNATIVE INDEX FOR MILITARY PERSONNEL COSTS

data on personnel costs for the years 1950-54
for selected areas of the USSR. These data represent about one-fifth
to one-sixth of total personnel costs as estimated in the text (under
II, A, 1). An index based on these data and applied to total estimated
expenditures for personnel in 1951 gives an alternative series of
personnel costs, as shown in Table 16.

Table 16
~Comparison of Estimates of Personnel Costs’ -
of the Soviet Armed Forces a/ - 53
1950-54

Billion Current Rubles

[ ] Personnel

Personnel Costs from Total

Year Costs Table 52 Defense
1950 29.0 32.9 82.8
1951 31.2 ¢/ 31.2 ¢/ 93.9
1952 37.0 31.4 108.6
1953 30.0 31.3 105.0
1954 23.0 30.6 (100.0) d/
Average 30.0 31.5

a. Based on data in Tables 7, p. 38, above,
and in Tables 17 and 18, pp. 70 and 71, re--
spectively, below.

b. P. 34, above.

c. Data are from Table 5. This is the base
year for all other years of column one.

d. Parentheses indicate an estimate based on
the plan figure.
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The averages of personnel costs by the two methods for 1950-54
do not differ significantly. For 1952 and 1954 the differences would
be too great to be disregarded if the 1:]lsample were judged to be
representative.. -The area of coverage is such; however, that a re-.
deplormcm: of troops could bring about such a diserepancy. The '
inde robably, therefore, exaggerates year-to-
year movements. Itis, however, more sensitive to anhual fluctua-
tions in aggregate. Soviet military personnel expenditures than the

other procedure and may be used to indicate year-to-year trends
and to set extreme limits. : ‘

It is interes,ting that the I: index varies in trend with
total defense expenditures for those years. Total defense expendi-
tures include personnel costs, procurement, and maintenance and
operations costs. The category most subject to short-term change
is personnel costs because increasing costs of end items and relas
tively long-term planning schedules should provide relative stable

expenditures for end items and maintenance. " The nuinerical st¥ength - EEs

of the armed forces is perhaps more responsivé to current:.defénse.
policy.. =~ &
‘The implied numerical strength of the Soviet Armed Forces

from the -I“:lindex-for 1950-54 is as follows:

-"s
Number of
Personnel
Year (Thousands)

1950, 3,600
1951 4,100"
1952 . 5,100
1953 4,300
1954 3, 300

[ | These re-
ports give cumulative totals of budget expenditures and income for
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areas served by the reporting bank. Pertinent data concern Union
budget expenditures, since the entire defense budget is part of the
Union budget. There are three types of such budget reports: (1) one
gives total expenditures of the Union budget since 1 January; (2) another
gives "non-strategic" expenditures of the Union budget; (3) a third gives
""'strategic'' expenditures of the Union budget. These latter include
defense and internal security personnel costs, MVD construction activity,
atomic energy, and state reserves purchasing. The third report
| | but by subtracting the sum given in the
non-strategic report from the sum given in the total expenditures report,
the sum of strategic expenditures can be.derived. In the past, defense
personnel and internal security personnel have accounted for about 80
percent of strategic expenditures, and an index of strategic expend1tures
thus should correspond to an index of defense personnel and internal
security personnel costs as a portion of strategic expenditures.' This is
shown in Table 17.* -
The area of coverage used for the index is the Soviet Far East --
Primorskiy Kray, Khabarovskiy Kray, Magadan Oblast, Amur Oblast,
and Irkutsk Oblast. Table 18%* gives total strategic expenditures in
these areas in 1950-54.

The alternative figures for Magadan and Khabarovsk may be pre-
ferred because they do not include allocations for economic activities
of the MVD, which received in 1954 a"‘separate allocation of 1 billion
rubles for settling debts. The inclusion of this allocation in stra-
tegic expenditures would detract in years of such fluctuations from
the reliability of the index for military personnel costs.

Eighty percent of strategic expenditures in the areas in Table 18
is about one-fifth to one-sixth of total estimated personnel costs. The
number of military units in these areas corresponding to the reported
strategic expenditures includes about one-sixth of all military units

* Table 17 follows on p. 70.
*% Table 18 follows on p. 71.
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Table 17

Personnel Costs of the Sov1et Armed Forces
in Selected Areas as.a Sha.re of Strategic. Expend1tures a./

Total

Strategic Military =~
Expend1tures Personnel Costs _
. _ . (Million  {Million Percent
 Area _ Current Rubles) Current Rubles) of Total

Amur Oblast b/ - 608. 8 528. 1 86.7 v
Primorskiy Kray c/ ‘ 924.9 ' 837.7 90.6
Irkutsk Oblast da/ " 957.3 - 642.8 N - 67.1
Azerbaydzhan SSR. e/ : 1,028.8 70(9.. 8 - 68.7
Khabarovskiy Kray f/ S 3,302.7 1 2,653.7 o 80.3 : s

Total  6,822.5  5,369.2 78.7

230/

1 January to 1 September 1950.

1 January to. 1 May 1951.

1 January.to 1 October 1950 and 1 January to 1 May 1951.
1

1

January to 1 November 1949.
January to. 1 Apl‘ll 1950 and 1 January to 31 December 1953

ol I - e -
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Table 18

Strategic Expenditures for Selected Areas of the Soviet Far East 3/

1950-54
Million Current Rubles
Khabarovskiy
Kray
and
Magadan Primorskiy Irkutsk Amur Index
Year Oblast Kray Oblast Oblast Total (1951 - 100)
1950 (2, 600) b/ 2,439 873 779 6,691 94
1951 2,914 2,473 (880) b/ (800) b/ 7,067 100
1952 3,167 - 2,785 1, 666 857 8,475 120 e
1953 2,475 c/ 2, 941 1,068 612 7,096 c/ 100 c/ ==
1954 2,078 3,082 678 322 6,160 _c_/ 87 E/
a. 231/ -

b. Parentheses indicate est1mates

c. Figures which do not include MVD economic activity for Khabarovsk
and Magadan for 1953 and 1954 are aa follows: 1953, 2, 286 million
rubles, which makes the total 6, 907 million rubles and the index 97;.
and 1954, 1, 052 million rubles, which makes the total 5, 134 million
rubles and the index 73. '

. estimated to be these areas. For example, the army has an estimated
25 out of 180 line divisions in the East Siberian and Far Eastern Mili-
tary Districts and 5 out of 40 antiaircraft artillery divisions. 232/ The
navy has about 170, 000 out'of a total 780, 000 personnel in the Pacxflc
and Amur flotillas. 233/

One important qualification should be noted in connection with the

derived index. The area —— B
may have been unusualk‘?‘—smmve—nrnre—pm—y'ea‘rrro—‘
changes in personnel strength as a result of the Korean War and other
Far Eastern developments.
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~APPENDIX C

SOVIET DEFENSE EXPENDITURES
AS A CATEGORY OF THE STATE BUDGET

In all prewar and postwar budgets there is an item of expenditure
designated '"'defense, ""which refers to the Ministry of Defense or its
predecessors,; depending on its particular organizational status. Ex-
pénditures for defense have.béen defined in'Soviet literaturé to include
nexpenditures for maintenance of the armed forces of the USSR, ' 234/
or "expenditures according to the estimate of the Ministry of Armed
Force. 235/

Items traditionally outside the explicit appropriation for defense
include some research and development and militarized security troops: o
The excluded research and development probably are financed in the s
-~ budget category Social-Cultural Medsiures, under Science. Expendi-
tures on militarized security troops are included in the budget category
Internal Secufity’i which covers the maintenance of the Ministries of
Internal Affairs and State Security.* Theére is no evidence at this
time that any other budget category includes defense expenditures, %%
There has been evidence in postwar budgets that the budget category
for atomic energy (included in expenditures for natioral security but
excluded from defense, as defined) had shifted from the undisclosed
budget residual to Financing the National Economy. It may be assumed
that this transfer was on the basis of increasing integration with the
rest of the national economy. 236/ A further indication of this inte-
gration is the possible shift in 1955 of atomic energy expenditures
from the residual in Financing the National Economy to Heavy Industry.

1. Explicit and Hidden Defense Expenditures.

State subsidies to defense industries existed in 1935-37, during
the war . years; and presumably up to and including 1948. It is stated

% Since April 1954 this organization has been called the Committee
for State Security.
*% Investment in defense plants is not considered a defense expendi-
ture although it does have ultimate defense relevance.
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that they have been used since 1948 only in the initial stages of pro-
ductién. 237/ In both 1937 and 1949 an attempt was made to abolish
state subsidies by increasing wholesale prices. In both these years
it was announced that the main cause for increases in explicit defense
expendltures was the increase in prices. 238/ In view of this ac-
knowledgement, it may be assumed that subsidies for defense indus-
tries were curtailed in 1948. (In 1949, a 32-billion-ruble decrease
was pla.nned in noninvestment budget allocations to industry. It
might be estimated, therefore, that in 1948 subsidies to all industry
were somewhere near this amount. At present some subsidies may
exist for new pro_duchon, but they probably do not exceed 3 billion to -
4 billion rubles for all of industry, including defense industries.)

Up until the end of 1950, atomic energy expenditures were in
the undisclosed general budget residual. Beginning in 1951, they
were transferred to the residual within Financing the National
Economy. 239/ It may be assumed that the cost of research and
development involving nuclear energy weapons has been borne by  EES
those categories in which atomic energy allocations have been ob- o
served. In 1955, operating expenditures for atomic energy may
have been transferred into the ¢ategory Heavy Industry under.
Financing the National Economy, possibly under the M1n1stry of
Machine Bu11d1ng

In 1950 the undlsclosed residual of*the budget was 13.8 billion -
rubles; in 1952, after the transfer of atomic expenditures to Financing
the Natmnal Economy, it had declined to 4.2 billion rubles.* In
1950 the residual category within Financing the National Economy
was planned at 12: 6 billion rubles, and in 1952 it had increased to
32. 5 billion rubles.. From this shift a range of expenditures to
atomic energy might be derived - that is, 9.6 billion to 19. 9 billion °
rubles in 1951-52,%% In 1955, the residual within Financing the National

* See Table 19, p. 76, below.
*% These figures should be treated with proper restraint. The relative
value of the ruble for the atomic energy program is not known.

- 74 -

TOP NECRET[ ]



TOP SECRET

Economy decreased by 18. 3 billion rubles, and the item Heavy Industry
within the category Financing the National Economy increased by 21.5
billion rubles. There is as yet no supporting evidence| |
similar to that which substantiated the 1950-51 shift -- that any cate-
gories have shifted in 1955.

There have been some suggestions that from 1953 to 1955 the large
unexplained increases in the budget cover hidden military expenditures --
in particular, expenditures for new weapons development. These. large
increases can be explained by the introduction of new, fictitious entries
on both sides of the budget which reflected budget losses resulting from
retail price cuts and rising agricultural procurement prices. These
measures were taken at the expense of turnover tax receipts which
show a decline in 1953 to 1955. The fictitious entries in the budget are
the value of lost turnover tax receipts and merely indicate that the
budgets .of those years would have been such.a size_had retail price:cuts
and procurement price increases not taken place. In effect, these fic-
titious entries merely enlarge the size of the budgets of 1953 to 1955.
In 1955 there have been no retail price cuts, and the amount of fic-
titious entries is less than in 1953 and 1954. It amounts only to the
value of losses due to increased agricultural procurement prices. *

There seems to be little doubt that there are entries on both sides
of the budget which represent tax reductions resulting from price cuts
and from increases in state agriculturd#l procurement and purchase
prices. In order to obtain comparable budget figures for the years
before and after 1953, therefore, the fictitious entries have been
separately listed in all post-1953 budgets shown in Table 19, *%* and
only actual revenues and expenditures have been compared.

* For a discussion of fictitious entries, see source 240/.
*% Table 19 follows on p. 76.
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2. Residual Budget Categories.

A budget residual can thus be defined as the difference between
total expenditures and the sum of known expenditures. Two residual
categories are pertinent to this report, one an over-all budget
residual and the other a residual within Financing the National Economy.
Information on the components of the general budget residual was
published before 1950; for the years 1950 and 1952, information was
provided by a foreign reporter present at the meetings of the Supreme
Soviet, who took.notes.on the meetings. Components of the general
‘budget residual have been traditionally: Internal Security, MVD and
MGB; Reserve Funds, Soviets of Ministers of the Union and Union
Republics; Allotments to Special Banks, forexpansion of credit resources;
and Returned Revenues and Other Expenditures,

|the last item, Other Expenditures, to have been
used for allocations for atomic energy {before 1951) and for the Red
Cross. 245/ It also covers other minor items.
that Returned Revenues is the item under which fictitious entries are
being made. 246/ In short, retail price:cuts and increased agricultural
procurementEces are; in effect, a return of turnover tax revenues to
the population; but since the announced plan for turnover tax receipts
takes these measures into account, the supplementary items are fic-
titious. ' N

. - :
‘The residual category within Financing the National Economy is

{ |to have included appropriations to the atomic energy

program since 1951. In the 1941 budget this category was broken

down as follows.247/: :
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Billion
Current
.Rubles
State Reserves. _ 3.5
.Chief Directorate of Hydro- _ R
meteorology 0.2
Chief Directorate of Auto
Transport 0.1
People's Commissariat of Finance, :
Chief Directorate of Precious Metals 2.0
Chief Directorate of Geodosy
- ‘and Cartography 0.2
. Chief Resettlement Directorate 0.3
Undisclosed 1.8
Total ~ 8.1
In recent years; this category also in-

cludes 248/:

‘MVD Prison labor camps (after 15 March 1955)
Chief Directorate of Hunting (beforé 15 March 1953)
- Atomic energy program (after 1 January 1951)
Chief Directorate of Organized Recruitment of Manpower
(before 15 March 1953) n
Chief Directorate of Hydrolysis and Alcohol Sulpliite
(before 29 July 1948)

All the items listed in 1941 also appear i
on this category. In 1951, when the category increased by 18 billion
rubles, some atomic energy activities were known to have been
moved into it. There is no postwar information on ruble allocations
to any of the other components of this category.

In conclusion, show that the only place
that hidden expenditures for national security occur in present budgets
is in the residual category Financing the National Economy. In 1951-
52 this ‘may have amounted to between 9.6 and 19. 9 billion rubles,
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but these expenditures were for atomic: energy and are not defined as
defense expenditures. If there are any defense expenditures in the
general budget residual of the entire budget,they-are yuite small. 'In
1952 the unidentified components of the residual of the entire state
budget were about 4 billion rubles. They probably have not varied
much since. : ’

3. Soviet Defense Budgets of 1937, 1941, 1944, 1948, 1952,
1954, and 1955. : ’

A review of budgetary practices in selected years illustrates earlier
Soviet principles for handling defense appropriations; as shown in
Table 20, *

a. 1937.

Planned defense appropriations in 1937 were 20. 1 billion
rubles, :as against actual expenditiires in 1936 of :14. 9 billion rubles,.
an increase of 35 percent. Defense industries were to receive 2.3
billion of the 12.4 billion rubles planned allotments to industry. The
following reasons for the large increase in this category were given
by Finance Minister Grin'ko gé_g/: ' : :

(1) An increase in strength (numbers) of the Red Army.
: " .
(2) An increase in cost of military end items owing to
technological advances. '

(3) The development of reserves for all types of goods,
which involves payment both for the reserves them-.
selves and for construction of warehouses and ad-
ministration of storage.

(4) The further construction and repair of barracks, and
of housing for commanders of the Red Army, .and
" the further development of political-educational
measures in the Red Army.

* Table 20 follows on p. 80.
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(5) The removal of all privilege prices on supplies to the
army, including such large items as motor gasoline
and other types of oil fuel, coal, firewood, and
repair materials.

{6) The removal of all privilege rates on rail and water
transport.

The increases resulted from the 1iquidation of rationing in-the
distribution of goods and from the establishment of umt prices for
all national economic turnover in the country.

These items listed u‘nd‘er the explicit defense 'appropriation'
indicate that beginning in 1937 the Ministry of Defense ceased to
receive preferential treatment as regards prices on maintenance -
and operations supplies and perhaps other supphes and equipment.
. This arrangement remained in effect for all industry until the war, »
when- budge.t subsidies to the defense industries were agam applied. s

The defensc budget was underfulfilled by 13 percent in 1937.
Actual expenditures were 17.5 billion rubles. 25'2/ ‘Except for ex- -
penditures of 3. 0 billion rubles to Interna.l Securlty, there was no
evidence of hidden defende expend1tures in the budget. Undisclosed
residuals in Financing the National Economy were planned at 6.2
billion rubles; and in the tota.l budget}.t 0.5 billion rubles. * Al-
though the former category contains outlays for reserves, mili-
tary reserves are not financed there; they are 1nc1uded in the exp11C1t
defense budget.

b. 1941 (Plax).

In the 1941 budget plan, explicit defense appropriations
were 33 percent of total expenditures,-or about' 71 billion rubles, of
which 58 billion were for the:army and 13 billion for the navy..

* In local expenditures, which do not have defense significance, these
amounts are 3,9 billion and 0. 3 billion.rubles, respegtively.
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Increased emphasis on defense is evident both from increased
appropriations to the explicit defense category and increased appropria-
tions to defense-producing industries for investment. Internal security
was to receive 7.3 billion rubles in 1941,

Zverev, the Finance Minister, stated that in order to cover
the .expenditures on defense, the income tax on kolkhozes and the agri-
cultural income tax on kolkhozniks and individual peasants had been
raised. 258/ Obviously the 1941 budget was geared much more toward
defense production than was the 1937 budget. Budget allocations for
capital investment were to amount to 47 billion rubles. Of this, 27.5
billion rubles were allocated to Industry, ‘which includes certain defense
activities, broken down as follows: aviation, 3.9 billion rubles; ship-
building, 1 billion rubles; ammunition, 1.7 billion rubles; armaments, -
1 billion rubles; and Chief Directorate of Military Construction, 0.1
billion rubles. This €éxcludes investments by the Ministries of Defense
and Navy, estimated by Kaplan to be 3. 35 billion tubles. 259/

In 1941 the budget indicated that explicit defense appropria-
tions covered all expenditures to be made by the Ministry of Defense.
In presentations of the Union budget, which is contrasted to the state
budget in that it excludes allocations for the republics, expenditures
are listed according to organization. There is no functional break-
down as there is in the state budget presentation, as for example,
Social-Cultural Measures and Adminigtration. Each ministry or chief
directorate is listed with all funds receivable from the Union budget, '
regardless of the désignation of those funds. Since it is known that
the Ministyy of Defense at that time received all of its funds from
the Union budget and none from republic budgets and since the de-
fense budget was the same when listed in both the Union and state
budget presentations, it may be assumed that the Ministry of Defense
received no additional funds from other budget categories.

There may be an expenditure for scientific research with
defense applications outside the defense appropriation. Such re-
searcH expenditure, or a good portion of it, would be considered
applicable to the budget of the ministry which would apply the find-
ings of the research to its own activity -- for example, new fighter
aircraft design would be put into use by the Ministry of Aviation.
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The list of items included in the defense. appropriation in 1936
and the indications in 1941 that all expenditures of the Ministry of
Defense are paid out of the Defense budget show that in prewar budgets, -
at least, the category defense was a pure one and that there were no
allocations to the Ministry of Defense from other budget categories.

c. 1944,

In 1944, defense appropriations were the highest inVS'ovi_et _
history -- 137. 8 billion rubles, or about 52 percent of total budget
expenditures. Financing the. National Economy .and Social-Cultural. -
Measures amounted .to about 40 percent of total expénditures. .

Turnover tax receipts amounted to about 35 percent of budget
revenue. This reduction of turnover tax receipts during the war re-
flected the change from consumer goods production to military pro-
duction. 260/ In order to supplement revenue for financing war indus-
tries, money was collected from the population in the form of voluntary
contributions, war loan subscriptions, money lotteries, and a special
war tax on the income of all citizens with the exception of servicemen
and their families. 261/ Receipts from subscription to the war loan in
1944 -amounted to 29 ) billion rubles; from the war tax, 21 billion rubles, '
from voluntary contributions, 5 billion rubles 262/ and from lotteries
(plan), 5 billion rubles. In all,. recergts from these-sources. accounted .
for 22 percent of total revenue. Besides these, deposits of gold and
platinum and savings deposits amounted to 3. 6 billion rubles. 263/

In 1942 and 1943, current budget expenditures exceeded current
revenues, and the deficit was covered by 'the prmtmg of money and
mobilization, through the credit system, of material reserves and .
supphes formed in the national economy of the USSR before:the

war, " 264/ An item of revenue that increased considerably dur1ng

the war years and decreased immediately afterward was receipts- _
_from customs. This was probably related to the lend-lease program.
In 1945, customs receipts were planned to be 27 billion rubles Eéé/_;

in 1946, they were planned to be 7 billion rubles. 36_53_/

' Expenditures for the internal security troops in 1944 were
6. 8 billion rubles, which was lower than planned appropriations in
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1941. This can be explained by the fact that many internal security
functions were taken over by the armed services during the war.

In 1944 there was no evidence of any hidden defense expend-
itures. o Unexplained expenditures from the Union and republic :.
budgets -- that is, exclusive of local budgets -- were planned at 0.8
billion rubles, and within the category Financing the National Economy,
the residual was 3.6 billion rubles from all budgets (including local .
budgets). This amount was to cover allocations to state reserves, gold
purchases, and a number of other small organizations.

d. 1948.

In 1948, explicit defense expenditures had fallen to about
18 percent of total expendxtures On the other hand, internal security
was to receive 25 billion rubles, as against 7 billion in 1944. In 1948
the explicit defense budget may have included more items than in 1947
(or prices may have increased), because expenditures in 1948 were .
planned at 66.1 billion rubles, as against 66.4 billion spent in 1947
and at the same time Sverev stated that ""if one takes comparable data,
then expenditures for the armed forces in-1948 will decline by 2.5
billion rubles in comparison with 1947." 267/ This may have been ‘
partly related to the reorganization of m111tary construction activities. .
Also, the functions of internal security were mcreamng as the armed _
services Were being cut. -

In 1948 a program of increasing prices in industry and
transport was begun in order to abolish subsidies in these sectors.
During the war, subsidies to these two sectors had increased ,,
because prices on industrial products were maintained at the pre- -
. war level and costs of productmn were pressing upward. 268/
Undisclosed expenditures from the Union and republic bud_g—é?s,
exclusive of local budgets, were 5.7 billion rubles, and :

A -they contained some strategic expenditures for

atomic energy development. 269/ Within Financing the Nationa.l"
Economy unexplained expenditures from the-‘state budget were planned
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at 6.6 billion rubles. ‘Actual expenditures were 9.2 billion rubles. ' State
reserves, gold purchasing, and other activities probably were increasing
in these years. These in addition to atomic energy developments would
tend to explain this increase.

e. 1952,

Expenditufes for defense in 1952 increased to about 24 percent
of total budget expenditures. This proportion is comparable with defense
expenditures in 1939 (27 percent) and in 1946 (24 percent). The reason
for increased defense expenditures after 1948 is stated to have been the
"necessity for strengthening t:he defens1b111ty of the USSR under threat
of a new war." 270/

In 1952, allocations to internal security were about 22. 9 bil-
lion rubles, slightly less than in 1948. The iindisclosed part of
Financing the National Economy in 19562 was planned to be about 33

billion rubles, as against 9.2 billion in 1948. In 1952, undisclosed ) B

PS4

appropnatmns from the Union and repubhc budgets were 3.7 billion
rubles, .as against 13.2 billion in 1950, before the shift of categories.
It would be difficult to imagine that there is any s1gn1f1cant appro-..
priation of strateg1c import in the budget residual of 1952.

Of the 179 billion rubles for Financing the National Economy,.
about 80 billion went to industry and If billion to transport. This
‘was_a significant reduction in expenditures in both sectors, resulting
from the abolition of subsidies in 1949 and 1950 and subsequent price
reductions. At present, subsidies are used only in 1n1t1a1 stages of
plant operation on new products.

f.  1954.

In 1954, exp11c1t defense expenditures amounted to about
19 percent of total expenditures, which represents both-an absolute
and a relative decline as compared with 1952.* Within the category

* All budget figures, total and residual, refer only to the adjusted
expenditures and revenues. See discussion of fictitious entries,
p. 75, above,
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Financing the National Economy, the residual category was about. the
same if not less than in 1952. It rose in, 1953 and decreased in 1954
back to the 1952-level. . The post-1952 category may not be strictly
comparable with the pre-1952 category, however, since beginning in '
1953 the subcategories of Financing the National Economy were pre-
sented in a slightly different manner. At any rate, expenditures for
new weapons development in this category are estimated not to have
increased significantly from 1951 to 1954, although it is impossible

to break down the category further. '

g. 1955.

In 1955, defense appropriations are about 21 percent of total
appropriations, the same share as planned in 1951, but a 2-percent
increase as compared with 1954, The increase is probably the re-
sult of an increase in the vyalue of defense procurement, much of .
which is related to advances in weapons desrgn The budget. res1dual
is of the same magmtude as in 1954 (Plan). Therefore, it is probable
that no significant change has been introduced in any of the components
of the residual. Allocations to the residual within Financing the
National Economy will decrease by an estimated 18 billion rubles, but
there is an implied transfer of categories from the residual to Heavy
Industry. Of the components in the residual, it seems that the one
most likely to shift is atomic energy. The creation in 1953 of the
Ministry of Medium Machrne Building with its connections w1th atomic
energy may have heralded such a shift and may have been an indica-
tion of further integration of atomic energy act1v1ties into the economy
It is unhkely that such items as:state reserves or M1mstry of Flna.nce,
Chief Directorate of Precious Metals, would be shifted, for they have
been located in the residual since before the war. :

Allocations to internal security in 1955 are unknown, although
the residual within which this item is located has not increased relative
to. 1954.  Internal security a.llocatmns have in the past accounted for
about two thirds of the residual approprlatmn, and this proportlon is”
assumed to apply in 1955,
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In summary, the 1955 budget indicates that there has been an
increase in explicit defense expenditures of about 12 percent relative
to planned expenditures in 1954. There are no signs of hidden defense
expenditures,; but atomic energy allocations may have been changed
from one category to another.

[}
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APPENDIX D,

GAPS IN INTELLIGENCE

The most serious gap in intelligence relevant to the determination
of a series of Soviet expenditures on military end items in constant
prices is a price index. Price indexes for selected classes of industrial
equipment would be appropriate for military end items, if adjustment
were made for scale of effort.

A gap in the distribution of total defense outlays among its major
classes concerns expend1tures for maintenance and operations.

= e i - " x h = =

[ ]
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